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| MAGIC MARGIN 


The Greatest Improvement in Typewriter 
History. . . One of the Reasons for the 
Sweeping Success of the New Royal! 


IN BARELY THREE MONTHS~—-since last October to 
be exact—Royal’s New No. 1 has emblazoned itself, 


clear across the country, as the finest typewriter ever 
produced. 


Besides MAGIC Margin, its numerous improve- 
ments include the new Time-Saver Top, which elim- 
inates “type-bar blur,” provides easy access for clean- 
ing type and changing ribbons; Finger-Tip Controls; 
and other unique Features of the Future! 

Already, thousands of executives and typists have ac- 
claimed the smooth, quiet, well-nigh effortless opera- 
tion of this wonderful writing machine, appropriately 
termed it—humanized typing. 

Give this Easy-Writing Royal THE DESK TEST. 
In your own office. . . . Compare the Work! 

* Trade Mark 


NO FUSS! 
NO FRET! 
—IT’S SET! 


CLICK 


New! Revolutionary! No more setting of 


margin stops by hand—MAGIC Margin does it 
automatically! Exclusive with the New Royal. 


Royal Typewriter Company, Inc., 2 Park Ave., New York City. World’s 


largest company devoted exclusively to the manufacture of typewriters. 
Factory: Hartford, Conn. 


Copyright, 1939, Royal Typewriter Company, Inc. 


MORE THAN EVER WORLD’S NO. 1 TYPEWRITER 
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A “ENVELOPES: _RECE G 
FOR Lo 
S-FROM-ONE 
In business, getting things done is almost entirely the process 
of putting written or typed forms through office and plant 
routines. Therefore where forms are written and rewritten, 


in whole or part, the routines lag, and costly human error 


creeps in. 


But with Ditto Methods there is no rewriting. For example, 
the set-up above shows how the Ditto Payroll Method makes 
all forms from the payroll clerk’s or foreman’s one original. 


The same Ditto one-writing method works as effectively in 
production and order-invoice routines, cutting out all rewrit- 


ing and error, and speeding operations 50 to 100 per cent. 


For mechanically perfect operation in your office or plant, tear 


out the coupon now for revealing Ditto literature. 
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BARGAINS IN RESULTS! Chemically, Ditto paper, inks, carbon, rolls and films 
coordinate perfectly.Match Ditto duplicators with Ditto supplies for top'results! 


Because Ditto leads, Ditto of- 
fers both liquid and gelatin 
type duplicators. 


FREE! 
Send for These! 


“The Ditto Pay- 
roll System” shows 
how to speed and 
simplify payroll 
routines. Other 
Ditto methods are 
found in “Copies, 
Their Place in 
Business.” 


Ditto Lic. 


2201 W. Harrison St., Chicago, Ill. 

Without obligating me, please send booklets 
checked : 
( ) “Copies—Their Place in Business” 
( ) “Ditto Payroll Record System’’ 
( ) Arrange a DITTO demonstration for me. 
Concern 


My Name 


Address 


Nature of Business 


3'74985 














0A nnouncement 


After having been consolidated with Alexander Hamilton 


Institute since 1927, the International Accountants Society, Inc. 
became a separate organization again, on October 31, 1938. 
Each institution is now entirely independent of the other. No 
change in I.A.S. personnel is involved. 
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~ Fedttortal Comment 


= definite conclusions with respect to the 
source from which men are drawn for control- 
lers’ berths, with respect to the training of future 
generations of controllers, and concerning the de- 
sirability of having men in these positions who have 
been especially trained for them, are forcing them- 
selves on the business public—on boards of di- 
rectors and corporate executives who are charged 
with the responsibility of selecting and appointing 
men to controllership posts. 

The paper presented by Major J. Calvin Shum- 
berger last month before the American Account- 
ing Association—composed largely of professors 
and instructors in accounting—a paper which is 
published in this number, centers attention on not 
only the educational problem involved but also on 
the fact that in the past controllers have been drawn 
from two major fields—men trained by experience, 
in the controllers’ departments of the companies, 
and from the ranks of public accountants. 

Educators, and many controllers who have inter- 
ested themselves in the problem of controllership 
training, believe that carefully designed training 
courses composed of special subjects, superimposed 
on a wide academic education, and followed by 


many years of apprenticeship work in the laboratory 
of a controller's department, will produce the best 
equipped controllers in coming decades. 

The difficulty with this procedure is that it pro- 
duces more competently trained men than a par- 
ticular company can use, as the tenure of controllers 
fortunately extends over a considerable span of 
years. Smaller companies could use to advantage 
many of the men thus trained by the larger com- 
panies, but raiding the staffs of the larger com- 
panies is something that is just not done. 

Where, then, can medium sized companies which 
wish to set up controllers’ departments, turn for 
well equipped men if they have no such men in their 
own employ? It is this situation which has caused 
many companies to turn to the field of public ac- 
countants for controllers. Many of the most suc- 
cessful and outstanding controllers of American 
business concerns today came from the ranks of 
public accountants. It is acknowledged, however, 
that this method of recruiting controllers is to a cer- 
tain extent a makeshift. The trend seems to be defi- 
nitely toward men who have been especially trained 
for controllership. 
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Financial Statements Must Vary in 
Form To Serve Specific Purposes 


Must Be “Streamlined”, Says Commentator, to Increase Efficiency—Accounting Practices 
Keep A breast of Changing Economics, Legal Concepts and Governmental Requirements 
—Four Forms Discussedand Audiences’ Needs Analyzed—Article by Mr. JOHN C. NAYLor. 


HIS article, as the title indicates, 

is an attempt to modernize the 
thought of the controller with respect 
to adapting financial statements to the 
varied needs of modern business. 

Much literature is being released on 
this subject, but it is so conflicting and 
so indefinite it is apt to leave one in 
a fog of doubt and uncertainty. 

This article should not only provoke 
considerable thought but, it is hoped, 
enable its readers to cut through this 
maze of conflicting information and 
arrive at a definite plan of action for 
the preparation of suitable statements. 

The author, MR. JOHN C. NAYLOR, 
controller of Pet Milk Company, St. 
Louis, is an active member of THE 
CONTROLLERS INSTITUTE OF AMER- 
ica. The material was presented before 
a meeting of the St. Louis Control as 
an informal address under the title 
“Streamlining the Financial State- 


ment.” ‘ 
—THE EDITOR. 


The word ‘“‘streamline’”’ indicates ex- 
actly the thing that we must have in 
mind when we think of financial state- 
ments and the various uses to which 
they are put. Just as we streamline 
our automobiles so that we may in- 
crease their beauty and efficiency, so it 
seems to me we must streamline our 
various financial statements if we are 
to make them serve the various pur- 
poses required of them under modern 
conditions. 

In the old days we prepared with a 
great deal of difficulty a Balance Sheet 
and Profit and Loss Statement. I say 
difficulty advisedly because records 
were few and there was a conspicuous 
lack of any coordinated system. When 
these reports were prepared they were 
expected to serve all purposes. The 


thought of a different statement for 
any other purpose was preposterous. 

I can remember quite distinctly an 
audit in which I participated some 
twenty odd years ago in which during 
the course of the work reference was 
made to the financial statement of the 
year previous. It was the practice of 
the client to publish in the newspaper 
the report prepared by its auditors. 
When inquiry was made of the com- 
pany’s treasurer as to the statement 
of the previous year he inquired 
“Which one?”’. You should have seen 
the dismay shown on the face of the 
senior in charge when he heard this 
question. 

He turned to me and said, “What 
do you suppose he means by asking 
that question? Do you suppose that he 
did not follow our printed statement 
but put something else in the paper?” 

I mention this only as an example 
to show the suspicion with which any 
other statement was considered if it 
differed in any way from the state- 
ment prepared at the end of the year. 
As a matter of fact there was nothing 
wrong with the particular statement; 
in order to save space the company 
treasurer had simply condensed some- 
what a few of the items appearing in 
the Balance Sheet and showed totals, 
whereas the audited statement had 
shown the information in more detail. 


DIFFERENT STYLES OF STATEMENTS 
Now COMMON 


That was twenty years ago. Now we 
are coming around to the thought that 
the statement not only can be made up, 
but frequently must be made up, in 
different styles to suit the particular 
purpose for which it is intended. This 
does not mean that there should be any 
sacrifice of sound accounting princi- 
ples, but only that the style of the 


statement must be appropriate to the 
purpose, just as the dress of the man 
must be appropriate to the occasion. 
The selection of a linen suit for warm 
weather and a heavy worsted one for 
winter does not have anything to do 
with the character, morals or princi- 
ples of the man; it is just good com- 
mon sense, being an effort to adapt the 
dress to the circumstances. So it is 
that the selection of the style—or 
dress, if you please—of the financial 
statement does not determine the prin- 
ciples involved, nor the honesty and 
integrity of purpose shown in its prep- 
aration. 

Far too many people cling to the 
notion that accounting is an exact sci- 
ence. It is of course true that so far as 
the mechanics or mathematics of ac- 
counting is concerned the highest pre- 
mium must be placed on accuracy, but 
never should one expect its results to 
be as precise and invariable as the mul- 
tiplication table. Just as in the instance 
I gave of the client’s balance sheet as 
published in the newspaper, some peo- 
ple seem to think that two competent 
accountants can arrive at only one cor- 
rect solution of any given problem and, 
furthermore, are inclined to believe 
that if a different conclusion is reached 
one of them must be wrong. 

This naive conception of the nature 
of accounting has been found on oc- 
casion even among the supposedly 
well-informed. The Supreme Court of 
the state of Oklahoma, for example, 
in holding unconstitutional a law re- 
stricting the practice of accounting to 
those of proven qualifications, em- 
phasized the fact that accounting dif- 
fers from professions in which “‘reli- 
ance must be had on the knowledge 
and skill of one performing the serv- 
ice’ and made this rather striking ob- 
servation: “The accountant has to do 
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with what is recognized as an exact 
science. The correctness or incorrect- 
ness of the conclusion reached is sub- 
ject to proof or disproof to the ex- 
actness of an absolute demonstration.” 


AN OPPOSITE OPINION 


Contrast this if you will with an 
opinion diametrically opposed as ex- 
pressed recently by Mr. George O. 
May in the ‘Journal of Accountancy”: 
“The field of financial accounting is 
not one in which guidance is to be 
found wholly in fixed principles—it 
is a field of shadowy outlines in which 
the discovery of a correct course de- 
pends upon the possession also of an 
ability to recognize the essential facts 
and to appreciate their true significance 
(distinguishing where necessary be- 
tween form and substance) ; upon in- 
formed and wise judgment and upon 
objectiveness and honesty of purpose.” 

It is not a surprise that these con- 
trasting points of view somewhat per- 
plex the average reader of financial 
statements. He is inclined to ask, 
“What then does the accountant’s re- 
port represent? Is it primarily a matter 
of arithmetic, or primarily a matter 
of good intentions? In what respect 
has guidance been found in fixed prin- 
ciples and at what point has the course 
depended on wise and informed judg- 
ment ?” 

Personally, I accept without any res- 
ervation or qualification the viewpoint 
of Mr. May and while I realize there 
is a certain danger in seeming to break 
away from the exact mathematics of 
the proposition, modern conditions 
are so complex and so confusing that 
the judgment of the competent man 
must be called into play if we are to 
get statements which, both from their 
direct content and from their implica- 
tions, leave us better and more accu- 
rately informed after a study of them. 
I wish, therefore, to have you keep in 
mind that, as we study the various 
purposes which the financial statements 
are asked to serve under modern con- 
ditions and the style of statements 
which must be prepared to serve those 
purposes, there still must be observed 
the same sound accounting principles 
as have always been necessary in the 
past, and that, furthermore, the ability 
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of the accountant and his honesty and 
integrity must be beyond reproach. 
This statement applies not only from 
the positive facts which are included in 
the statement but from the facts which 
might purposely be omitted in order 
to leave an entirely false impression. 


PURPOSES FOR WHICH STATEMENTS 
ARE PREPARED 

Now that we have defined our view- 
point with respect to the mathematical 
accuracy of the statements and the 
broad vision which must surround the 
preparation of the statements as far as 
ability, integrity and sincerity are con- 
cerned, let us proceed to consider some 
of the various purposes for which 
statements are prepared at the present 
time. In the earlier days the primary 
purpose of the financial statement was 
to render an accounting to the stock- 
holders by the management of the 
company. In addition to this, the 
statement of course served as a basis 
for credit obtained from the bankers 
and others interested in the financial 
condition of the company. 

A little later the question of tying 
in the cost records was considered and 
great use made of the statement for 
this purpose. As a matter of fact, the 
emphasis placed upon manufacturing 
operations and the cost thereof was so 
great that for a time it seemed that 
the cost aspect of the statement was the 
most important one. It was then only 
natural that these statements were pre- 
pared by the accountant with the 
thought of giving all necessary infor- 
mation with respect to the manufac- 
turing operations. 

Later, when the merchandising or 
selling activities of the corporation 
seemed to rank first in importance, 
then accountancy, as was expected of 
it, took its place and provided the nec- 
essary information for the selling or- 
ganization. In other words, the ac- 
countant has always attempted to keep 
abreast of the requirements of indus- 
try in matters of current operations ; 
and now that we are facing a new set 
of social and political circumstances, 
we as accountants and controllers must 
see that the accounting statements do 
not fail us at a time when they are so 
sorely needed. 


RAPID, WIDESPREAD CHANGES 
IMPORTANT FACTORS 

One can scarcely realize how many 
volumes of extraordinary events have 
been written into the history of man- 
kind in recent years. The world has 
seen wats, earthquakes, floods, fam- 
ines, revolutions and various other 
kinds of disturbances. On the other 
hand, great progress has been made in 
the development and use of machinery 
and power. These things have been 
primary events, but they have caused 
many further changes of a secondary 
nature. Among these are profound 
changes in national boundaries and 
relationships; changes in the social 
policies and government of various na- 
tions; extreme disruption in the eco- 
nomic and financial field ; a tremendous 
growth of new industries; and the 
modification of industrial operations 
by reason of the trend toward larger 
and more widely owned units of pro- 
duction. In all recorded history there 
has probably never been another pe- 
riod of time so crowded with swiftly 
moving events of such a vital nature. 

Business, of course, has felt the im- 
pact of all these factors and has been 
forced to adapt itself rapidly to new 
and ever-changing conditions. Corpo- 
rations have increased in size and in 
complexity of organization, operation 
and finance. A completely new tech- 
nique of finding the capital required 
for this industrial expansion has been 
developed. Problems have arisen with 
respect to foreign exchange, the ques- 
tion of valuations during a deflation 
period, and sometimes it has seemed 
advisable even to make changes in the 
applications of fundamental principles 
which had been considered entirely 
sound during the period of expansion. 

At the same time all business has been 
increasingly subject to the elements of 
greater social control and mounting 
and burdensome taxation. The various 
revisions of the Federal Revenue Act 
have had a profound influence upon 
the statements and accounting records 
necessary to record the tax information 
of the company. The Securities Ex- 
change Act has brought on many prob- 
lems with respect to information to be 
furnished the prospective investor. The 
various social security laws have made 
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it necessary to maintain new records 
and prepare new statements. 


SPECIAL REQUIREMENTS MULTIPLY 

You can readily see that there are 
any number of special statements 
which might be discussed at this time. 
Lack of time, however, prevents a dis- 
cussion of all of them. I think it ad- 
visable, therefore, to restrict our dis- 
cussion to four fundamental types 
which seem to me to be most impor- 
tant at present. These four types are: 

First, financial statements which 
must be placed either in the prospectus 
or in some other record to serve the 
purposes of the prospective investor. 
Second, statements which must be pre- 
pared for the taxing authorities based 
upon principles determined by a stat- 
utory concept of income rather than 
solely by sound and fundamental ac- 
counting principles. Third, special 
statements prepared for stockholders in 
a more simple, flowing style, expressing 
financial facts in the layman’s language 
rather than in technical accounting 
language. Fourth, statements prepared 
especially for employees so that they 
may gtasp the significance of the com- 
pany’s operations without all the for- 
mality and, shall I say, formidability of 
the modern financial statement. 


STATEMENT FOR INVESTORS 

Let us consider the first type of 
statement; that is, the statement for 
presentation in the prospectus, or in 
some other way for the prospective 
investor. It seems to me that in this 
style of statement we have the best 
example of the idea that it is not pos- 
sible to get one form of accounting 
statement which will serve equally well 
the purposes of regulation, taxation, 
annual report, and a security issue. 
There are many differences in the ac- 
counts prepared for annual reports 
and those which should appear in 
prospectuses, but it is my intention to 
confine myself to the consideration of 
income figures which perfectly illus- 
trate the principle which I have just 
stated and which principle probably 
represents the most important piece of 
information contained either in an an- 
nual report or a prospectus of a grow- 
ing concern. 

If we proceed on the theory that 
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accounts should be prepared for the 
purpose for which they are to be used, 
we must then distinguish at the outset 
between the purposes of an annual re- 
port and the purpose of a prospectus. 
To quote again from Mr. George O. 
May’s article in the Journal of Ac- 
countancy: “The purpose of an an- 
nual report is historical. It is in the 
nature of a report by the management 
to the stockholders by way of account- 
ing for their actions during the current 
year. On the other hand a prospectus 
is a representation made in connection 
with an offer to sell. An annual report 
is only a single chapter in a continuous 
history of the company and of course 
should be read, and usually is read, in 
connection, or rather in conjunction 
with all the previous chapters. A state- 
ment of earnings in a prospectus is a 
section taken out of the history of the 
company designed to be self-sufficient 
and self-contained, and designed also 
to throw light on the earning capacity 
of the business. Its importance is not 
historical; its importance lies in the 
implication as to the future which may 
be drawn from it.” 


ERRORS SHOULD BE ADJUSTED 
THROUGH CURRENT INCOME 
ACCOUNT 

While we are thinking of a com- 
parison between the annual report and 
the report for the prospectus, let us 
digress just for a moment to recall to 
mind what was said earlier about the 
impossibility of having a fixed and 
definite accounting principle for all 
situations, and the importance which 
sound judgment and honesty must play 
in the preparation of any statement. 
If the statements must be prepared 
from year to year on the basis of esti- 
mates, opinion, and judgment, they 
are of course going to be found wrong 
to a considerable extent in later years, 
and at that time the error must be cor- 
rected. While there is of course a con- 
siderable difference of opinion as to 
how such errors should be corrected, it 
would seem that adjustments of this 
kind should as a rule be reflected in 
the current income account rather than 
in the surplus account. In any event, 
when a prospectus is prepared these 
adjustments should be thrown into the 
years to which they are recognized as 


belonging and this brings to my mind 
the very peculiar situation now exist- 
ing in present laws having a tendency 
to make uniform a thing which should 
not be uniform. 

By this I mean that on account of 
the provisions of the present law—the 
Securities and Exchange Act—the ex- 
ecutive is reluctant to issue a prospec- 
tus prepared on a basis different from 
that of the annual report, and until 
some change has been made in the 
law or we have some action from the 
commission that will allay the fears 
and apprehensions of those placed in 
the position of having to correct in 
subsequent years a report which they 
find to be erroneous, the situation will 
grow worse rather than better. The 
executive is naturally reluctant to im- 
ply that the original report was wrong 
and invite action under Section 18, 
even though one might explain to him 
the difference between the annual re- 
port and the prospectus. He might 
well reply that this fact might not be 
recognized by either the court or the 
complainant. 


RECONCILING THE IRRECONCILABLE 


If a program of education could 
impress the financial world generally 
with the necessity for recognizing at 
the outset the difference between an 
annual report and a report prepared in 
retrospect for the prospectus, then the 
accountants could set out to prepare 
the prospectus with the thought of 
giving the most complete picture pos- 
sible under the circumstances without 
having to attempt a reconciliation of 
things which are absolutely different 
and irreconcilable. The attempt to 
reconcile these situations at the pres- 
ent time is sometimes not only ludi- 
crous but ridiculous. 

Under the basis of recognizing the 
difference between these two kinds of 
reports, one might expect to see in the 
prospectus such a statement as for- 
merly was made, viz., ‘The earnings 
of the company for the past five years 
have been as follows.’ In the state- 
ment we would then expect to find the 
earnings for each year corrected by 
the amount of error which had been 
found to exist. The probabilities are 
that this set of figures would give the 
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investor something tangible, some- 
thing definite, and something on which 
he might rely for a picture of the 
company’s operations. 

Contrast this with the type of state- 
ment which we now get. One of the 
first things which we encounter is the 
statement that the figures are taken 
from the income statements which ap- 
pear in the offering prospectus and 
which must be read in conjunction 
therewith and with the footnotes and 
explanations attached thereto. If you 
examine the prospectus more closely, 
you will learn that the accounts reflect 
certain adjustments which have noth- 
ing whatever to do with the earnings 
of those years, implying therefore that 
those figures are not appropriate at all 
for the prospectus. 


INVESTOR CONFUSED AND 
BEWILDERED 

The net effect of the whole thing 
is to confuse and bewilder the pro- 
spective investor, and while technically 
the information may be correctly pre- 
pared it is not nearly so informative 
nor so helpful as the cleancut statement 
from a reputable accountant that the 
income for the period in question, ad- 
justed for the errors later discovered, 
is a certain figure for each year in 
question. 

Now I want it clearly understood 
that this is not purely a fictitious illus- 
tration. Any one of you can probably 
recall a balance sheet, if not that of 
your own company, which has had 
adjusted through its Surplus Account 
some item which should have been 
charged to the Profit and Loss Account 
in a previous year, but for some reason 
or other had been delayed. 

This type of statement alone would 
seem to me to prove definitely and 
conclusively that you cannot use ac- 
counts for one purpose that have been 
prepared for an entirely different pur- 
pose. I should like to mention just 
briefly a few of the other purposes for 
which financial statements must be sep- 
arately and differently prepared. 


STATEMENTS FOR TAXING 
AUTHORITIES 
The second type of report which I 
would like to discuss is the one for the 
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taxing authorities, or rather I should 
say the ones for the various taxing 
authorities. Inasmuch as no new prin- 
ciple is involved, I shall discuss this 
statement as well as the subsequent 
ones very briefly, but there are several 
things to which I should like to call 
your particular attention. All of these 
things contribute to the necessity of 
making a separate report for taxation 
purposes rather than trying to get this 
information from the regular annual 
report. The first thing involved is the 
fact that taxable income is only a statu- 
tory concept. Various items must be 
reported as income which are not in- 
come so far as the current accounts are 
concerned. By the same token many 
items are disallowed under the tax law 
which must properly be included in 
the current accounts of the year. 
Not only is there a difference due 
to the statutory concept of taxable in- 
come, but many definite items are han- 
dled differently in the tax law than in 
accordance with sound accounting prin- 
ciples. Take for example the conspicu- 
ous item of depreciation which has 
been a nightmare for so many corpora- 
tions during the past few years. I re- 
fer to none other than Treasury De- 
cision 4422 which apparently was 
intended to make good the promise to 
accomplish by administration that 
which might have otherwise been ac- 
complished by law. All of you know 
the net results of this decision. Over- 
night many established rates of depre- 
ciation built up laboriously over many 
years became outmoded and were con- 
signed to the junk-heap. If this action 
had been taken only occasionally no 
serious thought might be given to it, 
but when the same action was taken so 
regularly and so often as was the case 
it would seem that the negotiations 
were conducted on the basis of ex- 
pediency rather than sound principle. 
It is my thought that in so far as the 
principles followed under the income 
tax law can properly be used in the 
preparation of the annual statement 
this should be done in order to reduce 
to a minimum the discrepancies be- 
tween the reports, but if for sound 
reasons they must be reported differ- 
ently, then the only thing to do is to 
prepare a separate statement for each 
purpose and show clearly on a special 
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statement the items which would bring 
the two statements into reconciliation. 


REAL ESTATE VALUATIONS 


Before leaving the matter of taxa- 
tion there is one more thing which I 
would like to mention, and that per- 
tains to the statement which must be 
prepared for the purpose of the real 
estate and personal property taxes. 
Upon first thought it might seem im- 
proper, or even dishonest, to prepare 
a statement for the assessor on a basis 
substantially different from the books, 
but it would seem that both general 
practice and the decisions of the court 
have clearly established not only the 
right, but the duty to base this state- 
ment upon the results of an investiga- 
tion along these lines. In other words, 
if it is found by investigation and upon 
authority that the practice of the as- 
sessor is to assess property on the basis 
of, say, 75% of the fair market value, 
then the statement of property for the 
purpose of taxation in that district 
should be prepared on that basis. 

The Supreme Court of our own state 
held in a case some few years ago that, 
while at first thought this might seem 
to be in conflict with the tax law 
requiring assessment to be made on the 
basis of 100%, still the assessor could 
not ignore the provision of the con- 
stitution which requires uniformity of 
taxation. In other words, in its opin- 
ion it is more important to have all 
taxpayers assessed on a uniform basis 
than it is to comply literally with the 
law providing assessment on a certain 
basis. I mention this last phase of 
taxation only in passing and while this 
return could hardly be dignified to the 
point of calling it a financial statement, 
it does beautifully illustrate the im- 
portance of preparing a statement to 
fit the purpose. Obviously, it would be 
ruinous for any company to pay taxes 
on the basis of book values if assessed 
values were on a ridiculously low per- 
centage. Furthermore, the presence of 
an unusually low percentage of fair 
value for assessment purposes usually 
insures a correspondingly high tax rate. 


STATEMENTS FOR STOCKHOLDERS 


The third type of statement repre- 
sents those which are made for stock- 
holders. Here we not only have the 
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purpose different from the others men- 
tioned, but really have two separate 
purposes within the one group. I think 
we can say with a great deal of confi- 
dence that the conventional style of 
statement will need to be continued ; 
for not only has the convention been 
foliowed so long that it has become 
almost a tradition, but there has been 
such a general increase in the knowl- 
edge of accounts on the part of the 
American people that the regular con- 
ventional style of statement can be 
read by many with satisfaction and 
intelligence. 

On the other hand, there would 
seem to be a very definite need for the 
simple explanatory type of statement 
which deals in very simple terms and 
gives a clear picture of the business to 
those less skilled in the theory of ac- 
counts and finance. I am reminded 
of a minstrel show I saw some years 
ago in which the end man defined 
musical technique as the art of playing 
the most simple passage of music with 
the utmost difficulty. Sometimes I think 
that in the attempt to state certain 
financial facts, or possibly in some 
cases even with the thought of making 
a profound impression, we in the ac- 
counting profession have allowed our- 
selves to present statements which, 
though perfectly clear to us and to our 
associates, parallel very closely the end 
man’s idea about technique. It would 
seem to me that it is very important 
for us to consider this problem very 
seriously, and attempt to work out 
these statements so that we may show 
in simple form the facts and apparent 
mysteries of the activities of the mod- 
ern large corporation. 


STATEMENTS FOR EMPLOYEES 


The fourth item concerns statements 
which might properly be prepared for 
the use primarily of employees. Per- 
sonally I am inclined to believe that 
in the next few years we will learn 
that the statement desired by the aver- 
age stockholder and the average em- 
ployee is about the same. Day by day 
stockholders, who incidentally are fre- 
quently also employees, are learning to 
realize the importance of the proper 
relationship between the laborer and 
the stockholder, and, on the theory that 
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a better understanding can be had if 
each one knows the problems of the 
other, I feel there will be a genuine 
desire on the part of each one to have 
complete information with respect to 
the company’s operations expressed in 
a very simple and illustrated statement. 

In the meantime I think attention 
should be given to selecting the form 
of statement which will serve best the 
purpose of its employees. And here let 
me sound a note of caution. Remember 
the end man’s definition of technique. 
Avoid any flair for the complicated 
and the mysterious. Make the state- 
ments attractive as well as interesting 
and informative, but see that they are 
not mysterious. 

Time does not permit discussion of 
the detailed statement, but I am list- 
ing a few of our leading companies 
which have issued special statements 
to employees in order to solve some of 
the problems under discussion: 

Allied Chemical & Dye Corporation 
Armstrong Cork Company 
Bethlehem Steel Corporation 
Caterpillar Tractor Company 

Illinois Central System 

International Harvester Company 
Jewel Tea Company 

Johns-Manville Company 

McGrath Sand and Gravel Company 
Monsanto Chemical Company 

A. E. Staley Manufacturing Company 
Standard Oil Company of Indiana 
Swift & Company 

The Detroit Edison Company 
Union Bag & Paper Corporation 
United States Steel Corporation 
Western Electric Company 
Westinghouse Electric and Manufacturing 

Company 
Yale and Towne Manufacturing Company 


CONSOLIDATED STATEMENTS 

A discussion of financial statements 
would not be complete without some 
mention of the part consolidated state- 
ments play in the presentation of 
financial information. This is particu- 
larly true due to the fact that there 
has been no uniform treatment of con- 
solidated statements either here or 
abroad, or as between different branches 
of our own government. The question 
of the consolidated financial statement 
presents one of the most forceful argu- 
ments for the importance of determin- 
ing in advance the purpose which the 
statement must serve. In other words, 
one is compelled to ask, ‘How can I 


best obtain a comprehensive financial 
summary of the data desired with re- 
spect to any particular enterprise?” 

Separate financial statements of each 
subsidiary, together with those of the 
parent company, would comprise the 
jigsaw features of the picture puzzle. 
The separate statements would provide 
the data in accordance with legal con- 
cept, minimize the possibilities of in- 
adequate disclosure and avoid the dan- 
gers of misconception, but they would 
leave the major work of summariza- 
tions and diagnosis to the more or less 
helpless investor. It would seem bet- 
ter for managements to make this con- 
solidation rather than to leave it to the 
outside investor with the risk of a 
misinterpretation and erroneous com- 
bination of accounts. 

The next question which should be 
asked is, ‘For whom are consolidated 
statements prepared ?” “‘Obviously, con- 
solidated statements are useless to the 
short-term creditor of a subsidiary com- 
pany. He relies upon the liquidity of 
the debtor company unless he has had 
the foresight to obtain an endorsement 
or other guaranty. 

Neither is the long-term creditor of 
a subsidiary company usually concerned 
about consolidated statements. He, too, 
wants the debtor company’s statement, 
although he may be interested in the 
relationship of the debtor company 
with an affiliated group as to the in- 
fluence of that relationship upon the 
prospects of the debtor company. 


CREDITORS OF HOLDING COMPANIES 
INTERESTED 


Long-term creditors of holding com- 
panies, as well as stockholders of such 
companies, unquestionably are more 
interested in consolidated statements 
reflecting the aggregate resources be- 
hind their investments and the consoli- 
dated earnings to which they may look 
for their income than they are in un- 
consolidated statements which with- 
hold the details of underlying balance 
sheets and state surplus on the basis 
of subsidiary earnings legally trans- 
ferred by dividend to the parent. 

It is interesting to note that the use 
of consolidated statements became 
prevalent much earlier in the United 
States than elsewhere. Notwithstand- 





Ise 
ne 
ed 
d- 








ing the absence of legal recognition in 
the United States apart from tax con- 
sideration, consolidating balance sheets 
of the columnar type were published 
at the turn of the century. Such reports 
to the stockholder generally have 
omitted the statements of the parent 
company alone. It is interesting to 
observe, however, that since its incep- 
tion the Federal Reserve Banks have 
required the filing of parent company 
statements with rediscounted paper. 

Although consolidated statements 
have been known in Great Britain for 
many years, it appears that the pro- 
fession there took only a lukewarm 
interest in them until about 1923. 
Since that time the use of consolidated 
statements has increased very slowly, 
but still they are not as generally in 
use as in the United States. 

For a good many years consolidated 
returns were permissible under the 
Federal Revenue Acts. In 1934, how- 
ever, the provisions of the act were 
changed so that the operations of each 
subsidiary company must stand on their 
own. On the other hand, the Securi- 
ties and Exchange Commission te- 
quires the filing of not only consoli- 
dated statements but also a statement 
of the parent company. 


VIEWS OF PROFESSOR T. H. SANDERS 


Widely differing views are held 
upon consolidated statements, and be- 
fore leaving the subject, I would like 
to quote from a report made by Pro- 
fessor T. H. Sanders of Harvard Uni- 
versity under the auspices of the De- 
partment of Commerce in 1934: 

“Accountants and business men hold 
widely differing views upon many 
aspects of consolidated reports, and 
for purposes of obtaining improve- 
ment in corporate reporting practices 
it is not desirable to hurry a settlement 
of these differences. On the contrary 
the greatest progress in this field will 
result from a continuation of the de- 
bate. No rule of thumb criteria can 
be established at this time, but the 
consolidated report should state any 
general principle which is followed by 
the company. The report should refer 
to accompanying schedules of those 
companies which are consolidated and 
those which are not, indicating pref- 
erably the percentage of ownership in 


each case. It should also indicate the 
practice observed by the company in 
preparing its consolidated report with 
respect to stating assets and liabilities, 
minority interests, capital stock, sur- 
plus, inter-company eliminations, gross 
earnings, cost of sales, and dividends. 
Here again the important consideration 
is that the investor be able to deter- 
mine what has been done in the given 
case rather than that all companies 
follow a uniform procedure. Con- 
solidated reports should state the equity 
of the parent company in the undis- 
tributed gains or losses of unconsoli- 
dated subsidiaries for the period under 
report, and also its equity in their sur- 
plus or deficit accumulated since they 
were acquired. Likewise such state- 
ments should reflect the existence of 
any default in the interest, cumulative 
dividend or sinking-fund requirements 
of any controlled corporation whether 
consolidated or not.” 

In a paper of this kind one can 
touch only briefly this subject of con- 
solidated statements, but in the event 
anyone has further interest in the sub- 
ject, I commend to his very careful 
reading and study a most interesting 
and informative article written by Vic- 
tor H. Stempf in the Novembet 1936 
issue of the Journal of Accountancy. 


VARYING CONCEPTS OF SURPLUS 


Along with the problem of consoli- 
dated statements comes the question 
of various kinds of surplus accounts. 
The principal difficulty here lies in the 
difference between the legal concept 
and the accounting concept of surplus. 
In many states the law permits a por- 
tion of the funds invested—obviously 
capital from a practical administrative 
viewpoint—to be construed and la- 
beled ‘‘surplus” and to permit a portion 
of the undistributed profit—obviously 
surplus from the point of view of man- 
agers and investors—to be converted 
into legal “capital.” In other words, 
the primary encouragement for a break- 
ing down of a simple and useful classi- 
fication and net worth is found in our 
lax and confusing legal situation. 

Since the law is quite ready to call 
capital surplus, and surplus capital, the 
accountant who has a lingering desire 
to present a clear picture of net worth 
has found himself in a somewhat em- 
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barrassing position. On the one hand 
he is faced with the necessity of avoid- 
ing any appearance of ignoring the 
legal conditions attaching to the corpo- 
ration; on the other hand he wishes to 
recognize the objective economic and 
administrative situation and meet the 
needs of those who are thinking pri- 
marily in these terms. As a way out 
he has adopted the practice of classify- 
ing surplus in two divisions: first, cap- 
ital or paid-in surplus, and second, 
earned surplus. The discussion of just 
what items should be included in each 
of these captions would constitute a 
paper in itself and would be without 
the realm of the subject matter of this 
paper, but I can not refrain from men- 
tioning this problem in passing to 
show further, if necessary, the impor- 
tance of sizing up the situation care- 
fully and then proceeding with accu- 
racy and knowledge to portray the 
correct picture of the situation. 


GROWTH OF CORPORATIONS AFFECTED 
BY CURRENT ACCOUNTING 
PRACTICES 


We have discussed the influence of 
the changing economy upon the style 
of financial statements to be prepared. 
It is interesting to note that while ac- 
countants must keep pace with modern 
times in the preparation of their state- 
ments, the industrial growth of our 
corporations has on many occasions 
been affected by the accounting policies 
in effect at the time. I know of no : 
better illustration than that of the 
railroad industry. At present railroads, 
both here and abroad, have generally 
adopted retirement methods, but it 
seems that the question whether rail- 
roads should adopt some depreciation 
method does not appear to have been 
extensively considered in our country; 
at least, not until the railroad system 
was largely built up. 

The word “depreciation” does not 
appear in the instructions in regard to 
the keeping of railroad accounts issued 
by the railroad commissioners of Mas- 
sachusetts in 1876, or in the index of 
Hadley’s Railroad Transportation 1885, 
or in the decision of the Supreme 
Court in Smith vs. Ames, 1898. Our 
practice, however, was undoubtedly 
greatly influenced by English practice 
and in that country the issue was hotly 
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discussed as early as the middle of the 
last century following the collapse of 
the great railroad boom of the *40’s. 

The controversy continued for many 
years until the passage of the Regula- 
tion of Railway Acts of 1868. The 
Acts provided special forms of ac- 
counting for railroads including ac- 
counts which came to be known as the 
Double Account System. Under that 
system all capital outlays were carried 
in a single account, but the act rejected 
the pleas that depreciation reserve 
should be made mandatory. Parliament 
contented itself with requiring certifi- 
cates that the properties had been ade- 
quately maintained and the dividends 
supposed to be declared were, in the 
opinion of the auditors, properly pay- 
able after making all charges against 
revenue which in their opinion ought 
to be made thereagainst. 


ACCOUNTANTS RULED AGAINST 
DEPRECIATION AS EXPENSE 

Thus while directors were free to 
make provision for depreciation if they 
saw fit to do so, the question whether 
such provisions had to be made turned 
ultimately on whether the auditors re- 
garded such depreciation as one of the 
expenses which ought to be provided 
out of revenue. Leading accountants 
both here and in England took the 
view that this was not a necessary ex- 
pense. 

One might well pause to consider 
what the effect on the development of 
our country would have been if the 
depreciation method of accounting had 
been put into effect in the early days 
of railroad enterprise. 

From a financial standpoint, with 
depreciation charges treated as a part 
of operating cost, only a small propor- 
tion of the enterprises proposed could 
have been claimed to present the pros- 
pects of being able to earn their fixed 
charges within a reasonable period 
after being opened for traffic. The 
published results of the ventures of 
those who had been bold enough to 
proceed would have discouraged others 
from attempting similar enterprises. 
On the basis of accounting methods 
then employed, which ignored accru- 
ing depreciations, Hadley estimated in 
1885 that the railroads as a whole were 
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earning not more than 5% on the 
actual capital invested. It would seem 
rather obvious that the effects of the 
application of such depreciation ac- 
counting would have been that the 
construction of a large part of our 
railway mileage would at least have 
been greatly delayed, if indeed some 
parts would ever have been constructed 
at all. Such a result would have been 
exactly the opposite of that sought at 
the time by legislatures and the public. 


PROFOUND INFLUENCE OF 
ACCOUNTING PRACTICE 


It has been said that we owe our 
great railroad facilities and the devel- 
opments which they made possible in 
a large measure to unsound finance; 
but if it be held that depreciation pro- 
visions are an essential element of 
sound railroad accounting, then un- 
sound accounting must share with un- 
sound finance in the responsibility for 
the tremendous economic development 
that has taken place since railroad en- 
terprises were first begun. No attempt 
is made here to consider whether the 
growth was too rapid or too unhealthy. 
The point is made that the accounting 
practice had a most profound influence 
upon the economic development of the 
country at that time. 

From the foregoing discussion we 
can see clearly, I think, that the com- 
plicated condition of the economic 
world at the present time has given 
rise to many demands upon the ac- 
countant in making statements which 
will give complete, accurate and help- 
ful information to various parties and 
under varying circumstances. 

In a paper of this kind one can only 
touch the high spots, but I shall be 
completely satisfied if I have demon- 
strated the problems that are involved 
and given some inspiration and en- 
couragement to tackle them with all 
the skill and knowledge, honesty and 
fairness, at your command. 


TWENTY MORE STATES 
PAYING BENEFITS 


Beginning of unemployment benefit 
payments in New Mexico and Okla- 
homa in December, and in eighteen 
additional states in January, brings the 
program of unemployment compensa- 





tion established by the Social Security 
Act into full operation in every state 
but two, as well as in the District of 
Columbia, Hawaii, and Alaska. _ IIli- 
nois and Montana will begin to pay 
benefits in July, 1939, making the sys- 
tem effective throughout the nation. 
The eighteen jurisdictions where bene- 
fits will be paid after January 1 are: 
Alaska, Arkansas, Colorado, Delaware, 
Florida, Georgia, Hawaii, Kansas, Ken- 
tucky, Missouri, Nebraska, Nevada, 
New Jersey, North Dakota, Ohio, 
South Dakota, Washington, and Wy- 
oming. 


LOWER UNEMPLOY MENT 
TAX IN DISTRICT? 


Mr. John A. Marshall, Director 
of the Unemployment Compensation 
Board of the District of Columbia, 
addressing the District of Columbia 
Control on December 20, gave some 
interesting statistics concerning the re- 
sults of the operation of the Unem- 
ployment Compensation Act of the 
District of Columbia. 

It was announced that the present 
tax rate of three per cent. was produc- 
ing approximately $6,000,000 a year 
in contributions and that the benefits 
during 1938, including the accumula- 
tion for 1936 and 1937 during which 
no benefits were paid, would be ap- 
proximately $2,000,000. It was an- 
nounced that the cost of administration 
will be about five per cent. 

A most interesting portion of Mr. 
Marshall’s address was his statement 
that the Board planned to seek legisla- 
tion at the current session of Congress 
to amend the present act to permit the 
local board to set its own tax rate, 
estimating that a tax of one and one- 
half per cent. would be sufficient, to- 
gether with interest on the accumulated 
reserve fund of $10,000,000, to not 
only pay benefits but also to pay the 
costs of administration. This would be 
in place of the merit rating provision 
of the present act, which is regarded 
by many as impractical in its present 
form. The proposed action with re- 
spect to the District of Columbia situ- 
ation, it was pointed out, would make 
it necessary to amend the Federal So- 
cial Security Act. 
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Formula for determining dividend carry-over under Section 27 (c) 
of the Revenue Act of 1938 


By FRANCIS X. BUTLER, of the New York Bar 














| 1937 | 1936 ae 
Taxable Year 1938 First ——- Taxable | Second eons Taxable Thind Preceding Tecchle Wau 
Adjusted net income 63,000 35,000 No “adjusted net income’’ or 
Basic surtax credit (Dividends 75,000 45,000 “dividends paid credit’’ in 
paid credit under 1936 Act) — -- 1935.* 
Excess 12,000 10,000 
Section 27 (c) provides that there shall be computed with respect to each taxable year a 
dividend carry-over to such year from the two preceding taxable years, which shall consist of 
The sum of: 
First: The amount of basic surtax credit for the second preceding taxable year, namely, 1936...............-. $45,000 
Reduced by: 
Hegpusiecs Heb. tneome: LOL E9IGe as oie eds ca deaa Sle ee re ech oa a AO RT 35,000 
Lea gseates ae alte ON 8 -ec x Sis lsd) sda ceo tes wr enero eratloc om HSL STATOR ED ess vel goa elerrtla aol a ar era Or ea 10,000 
Further reduced by: 
the amount by which the adjusted net income for the first preceding taxable year, namely, 1937 $63,000 
Exceeds the sum of: 
CA) the Basie. surtay credit £060 1997s... 25-~ sic s oac paisins an oe cig dee ee es mae ee ome es $75,000 
and 
(B) excess of basic surtax credit for third preceding taxable year, 1935.....None* 
over the adtusted: net income for 1935... 2.5.65... edness seuss ce gssueuee eres None None 75,000 
Excess. of $65,000 over $75,000: ..... 550. ccccccwactcacecaes None 
$10,000 
and 
Second: The amount by which the basic surtax credit for the preceding taxable year, 1937............ $75,000 
exceeds the: adjusted net Mcome. tOm ROA occ. cc aescten Wc waSe Vane eES Gun et Moe a ae gals 63,000 12,000 
‘otal: dividend: catry-over: from: 1936 and 1937): i... oie veh ccmeesie's ue alas tino als Valea eneneeme $22,000 
| 1938 a 1936 
Taxable Year 1939 | First sige Taxable Second egree Taxable Thind Preceding Tania Dow 
ear ear 
Adjusted net income | 72,000 30,000 | 40,000 
Basic surtax credit (Dividends | 73,000 31,000 | 50,000 
paid credit under 1936 Act) | —_—— — | — 
Excess | 1,000 1,000 10,000 | >» 
The sum of: 
First: The amount of basic surtax credit for the second preceding taxable year, namely, 1937.............++4-- $31,000 
Reduced by: 
AGIUSICR) Et INGOIBe HOE LOST osc ico <nccinls Cale Sedat sw Gree be Pee ea aN en ole vie aoe diana Stee are ae ements 30,000 
fearenngs ae bra barne et Ole 50.5 sad sb S5 oso Bele Woe OA Oe A ERA AD TTR OS AS wee » tice eee ee ee ee reas 1,000 
Further reduced by: 
the amount by which the adjusted net income for the first preceding taxable year, namely, 1938. ..$72,000 
Exceeds the sum of: 
Choy Prasic: Sipntancs cretitetot, ESR. 2. so cae ta eee see re rn aes ice a aleiaeats $73,000 
and 
(B) excess of basic surtax credit for third preceding taxable year 1936......... $50,000 
Over aeistech et NDRE LO BOA oo. co o.5 5.5.0.4 a. alateiy aad Pe inlet vet sein ora Kacaie ahd Hah _ 40,000 
PAIN UI cee Skog ccolttcis eek cided 2 cies 65m Stl scale ah ekace aca ane ole clad Atay shal lee ara aera dew hole arabe 10,000 
Maling<aitotal:@A))andcGE )-O8. ..68ice cine eee daneien sce Aes manage «enema da yaaeemed 83,000 
Evere6 6: 572 Os OGOG EIS OO og oe. oo Saas & sie sis atere'e aed wa cela ema gos ee dae ite RECS wees ee ale waarmee 0 
$ 1,000 
and 
Second: The amount by which the basic surtax credit for the preceding taxable year 1938................ 73,000 
exceeds. thecadpistent Hel. migOmle S08) ISSO. oS oo. ode cn teres tiene Sews.s nad oh Rema ee eae 72,000 
BAU AUB UNI ak east cho roi 6 We ak cues eens al ora ec tO: pila alos ocd? acos Seater ol ov Baer ks TOT nee OE Bin 9 are 0 a haa G6 an gra 1,000 
‘Fotal: dividend. catry-over: for-1937 > ail 1998s onc eiein cs hoe ren oh clas chaewe meee eee duel emates $ 2,000 


Note: This formula was made available by Mr. Butler to those in attendance at the morning session of the Seventh 
Annual Meeting of the Controllers Institute of America on September 26, 1938, which was addressed by Mr. Butler. 






























Cost Analysis a Science, but Pricing 


May Be Classed as an Art 


Even Art Can Gain By Improvement In Technique and Better Understanding 
of Principles of Design—Cost and Selling Price Each Both Cause and Effect 
of Other—Their Relation Discussed in Paper by Mr. E. STEWART FREEMAN. 


= praise has been accorded 
Mr. E. STEWART FREEMAN, 
author of the paper presented here, for 
his interesting presentation of the sub- 
ject, “Relation Between Cost and Sell- 
ing Price.’ Mr. FREEMAN delivered 
his paper before the New England 
Control of THE CONTROLLERS IN- 
STITUTE OF AMERICA at a meeting 
held in Worcester, October 25, 1938. 

Readers of this magazine know Mr. 
FREEMAN, of the Dennison Manufac- 
turing Company, through his concise, 
comprehensive and enlightening re- 
views of books and business publica- 
tions which appear regularly in its col- 
ummns. 

—THE Epiror. 


A large business is a joint venture 
of an organic and dynamic nature. 
Hence a true picture cannot be ob- 
tained merely by slicing up the cost 
and treating each slice as if it repre- 
sented a separate and static business. 
Both manufacturing and marketing 
costs per unit are affected by the 
number of units produced and sold, 
and by the combination of one prod- 
uct with another. The volume of 
business likewise is affected by the 
selling price per unit and sometimes 
also by the combination of one prod- 
uct with another. A scientific selling 
price is something separate and dis- 
tinct from an accumulation of costs 
plus a loading for profit. 

The relation between cost and sell- 
ing price is very much like the rela- 
tion between the chicken and the egg. 
Each is both cause and effect of the 
other. Moreover, what is cost outgo 
to one person is selling price income 
to another. 

Or, we can liken the relationship 
to that of two coiled springs press- 
ing against each other, the cost press- 


selling price will tend to be pushed 





ing upward and the price pressing 
downward, with the business man- 
ager trying to prevent his capital 
from being squeezed out from in be- 
tween. Any relaxation of one spring 
is likely to be met by an advance of 
the other. 


SUPPLY AND DEMAND 


The cost which has the most in- 
fluence on the selling price under 
ordinary competitive conditions is 
not the cost in the individual com- 
pany nor is it the average cost in the 
industry; rather it is the cost of the 
marginal product. The marginal 
product may be defined as that part 
of the total output which buyers are 
on the point of refusing to buy un- 
less the price is reduced or which 
sellers are on the point of refusing to 
sell unless the price is increased. Ac- 
cording to the law of supply and de- 
mand, the selling price per unit for 
the entire output of an industry and 
the cost per unit for the marginal 
product will tend to gravitate toward 
each other. 

The tendency is for the price of 
the entire output to be pushed down 
until the whole of the available sup- 
ply can be sold. If the price at this 
point is above the cost for an added 
supply, the urge to increase profits 
will lead to an expansion of produc- 
tion. This expansion will do two 
things: first, the increase in the sup- 
ply of the finished product will tend 
to depress the price further; and, 
secondly, the increase in the demand 
for labor, materials, machinery, 
buildings and money, will tend to 
bid up the cost of each. This depres- 
sion of price and uplift of cost will 
continue until it is no longer profit- 
able to increase production. Thus the 


down until it equals the cost of the 
marginal product. 

If the selling price is pushed below 
the cost of any part of the current 
supply, there will be a tendency to 
cut off such portion of the supply as 
can not be sold above cost. This will 
have a double effect: first, the reduc- 
tion in the supply of the finished 
product will permit a rise in its price 
and, secondly, the decline in demand 
for the instrumentalities of produc- 
tion will make possible a reduction 
of cost. Thus, in this case, the sell- 
ing price will tend to be pushed up 
until it equals the cost of the mar- 
ginal product. 

This cost toward which the selling 
price is supposed to gravitate is not 
necessarily any cost figured in the 
conventional way a cost accountant 
would figure it. Rather it is the ac- 
tual sacrifice which the business man 
feels he is making by continuing or 
increasing production. This sacrifice 
might be the cost which he would 
expect to save if he stopped produc- 
tion. This might be only the direct 
and variable cost in the case of an in- 
dividual order when production is 
below capacity or the complete eco- 
nomic cost, including compensation 
for capital, in the case of a proposed 
expansion of capacity. Or, the sacri- 
fice might be the alternative revenue 
which he would expect to get by 
spending the same cost to make and 
sell some other product. In the case 
of a farmer, for example, this might 
mean comparing the expected price 
of one crop with that of another. In 
the case of a manufacturer it might 
mean comparing the gross profit of 
one product with that of some sub- 
stitute product which could be 
turned out by the same plant or 
organization. 
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Commonly, the marginal product 
will be the product produced at the 
highest cost, which usually means by 
the least efficient producer. There 
may, however, be exceptions to this 
if some producers are more able than 
others to turn from one product to 
another or if some are more con- 
scious of their costs or quicker to act 
than others. 


PRICE JURISDICTION 


When the individual producer has 
absolutely no means of influencing 
the price of his product, each will 
produce and sell all he can for what- 
ever price he can get so long as he 
gets more by selling than by refus- 
ing to sell. On the same principle, 
labor would keep itself fully em- 
ployed for the best wage it could get. 
Under such conditions an industry 
would tend to operate at close to 
capacity and the price would decline 
until the entire output could be sold. 
The price of wheat before the war is 
a good example of a price deter- 
mined by capacity production. 

In most manufacturing industries, 
however, some individual concerns 
are large enough to exert some de- 
gree of jurisdiction over the price. 
They may not be able to increase the 
price but they may be able to influ- 
ence others so as to limit the reduc- 
tion of price. While this jurisdiction 
can be exerted, prices may be kept 
well above marginal cost and the in- 
dustry may operate at less than ca- 
pacity. But at other times, as during 
the great depression, the price may 
fall very low indeed before it will 
drive any marginal producers out of 
the business. The amount of capital 
required in a large business will per- 
mit a concern to suffer heavy losses 
before liquidating and the special- 
ized nature of the investment makes 
it difficult to turn it into other chan- 
nels or to salvage much by liquidat- 
ing. Even in the case of insolvency 
it may be only the owners who are 
liquidated while the productive units 
freed of capital charges may be 
placed in a better position to com- 
pete. 
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EFFECT OF PRICE ON VOLUME 

The quantity which can be sold 
will usually but not always increase 
as the price is reduced and the cost 
per unit will often but not always de- 
cline as sales are increased. 

The number of people who can af- 
ford to buy consumers’ goods will in- 
crease rapidly as the price is reduced 
and lower income strata are tapped. 
This is especially true of luxury and 
convenience goods of universal ap- 
peal, but even in the case of such 
necessities as food there is always a 
big area of unsatisfied wants. When 
however the amount sold to an indi- 
vidual is small in relation to his total 
income, the consumer is apt to be less 
discriminating and guided more by 
habit patterns. In such cases he may 
become accustomed to associating 
certain quality grades with certain 
price levels. Then when a price is 
reduced, it may take some time and 
strategy to persuade the consumer 
that he is going to get the same 
higher quality at the new lower 
price. Also, in the case of merchan- 
dise having a snob appeal to an ex- 
clusive market, a price reduction 
might be less effective than launch- 
ing a supplementary product for the 
lower-income market. 

In the case of producers’ goods, an 
increase of sales may come either 
from the substitution of one material 
or machine for another or from the 
enlargement of the buyer's market 
through an increase of his sales to 
the ultimate consumer. For example, 
a reduction of the price of one metal 
might help it to compete with an- 
other or, if passed on, might increase 
the buyer’s sales of the finished prod- 
uct made from the metal. A change 
in the price of a small component 
like nails would, of course, be less 
likely to be passed on to the con- 
sumer than one in a major product 
like wood. Likewise, in the case of a 
machine sold for replacement or ex- 
pansion, the effect of a change in 
price of the machine would probably 
be relatively too small to have any 
influence on the demand for the buy- 
ers manufactured product. But 
where equipment is sold in com- 
petition with other equipment or to 
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save labor, a difference in the price 
of the equipment might have consid- 
erable influence on the number sold. 

The immediate effect of a price 
change may differ greatly from the 
long-range effect. If styles, habit 
patterns, or trade superstitions are 
involved, a long time may be re- 
quired to change them, but, once 
changed, they may be as difficult to 
change again. Likewise in the case of 
a raw material it might take time for 
manufacturers to learn how to sub- 
stitute it for some other material or 
how to fabricate new products from 
it but ultimately a greatly enlarged 
market might result from a perma- 
nent price reduction. Another stum- 
bling block is that buyers sometimes 
look upon price changes as the first 
of a series. In such cases, rising 
prices, and the resulting apprecia- 
tion of invested capital, stimulate a 
rush to buy and falling prices, with 
consequent depreciation of capital, 
induce delay or perhaps even tempo- 
rary paralysis of buying. 


EFFECT OF VOLUME ON COST 


There are at least five ways by 
which an increase of volume can 
help to reduce the cost per unit of 
product: 


First, through more automatic larger- 
scale production as in steel mills and 
straight-line assembly of automobiles 
or disassembly in meat packing; 

Second, by spreading the cost of 
management, research, development, 
design, dies, jigs, advertising, sam- 
pling, and the like, over a larger 
number of units of product; 

Third, by more complete utiliza- 
tion of existing capacity in cases 
where any of the manufacturing or 
marketing organization or equipment 
is operating at below capacity; 

Fourth, by the ability to secure lower 
material costs through taking the en- 
tire output of a supplier or by shar- 
ing his saving from larger shipments. 
As a possible offset to this, any sub- 
stantial increase in the demand for a 
raw material may tend to bid up its 
price, except as and until the supply 
also can be increased; 

Fifth, by taking advantage of im- 
provements in technic to make the 
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additions to plant and equipment 
and hence the new average more efh- 
cient than the average for the older 
part previously existing. 


EFFECT OF VOLUME ON PROFIT 

If the cost per unit can be reduced 
as much as the price per unit, then it 
will follow that the aggregate profit 
will increase pro rata with the in- 
crease in quantity sold. 

In the more likely event that the 
unit price and unit cost curves differ, 
the thing to do is to plot the aggre- 
gate capital required, the aggregate 
cost, the aggregate selling price, and 
hence the aggregate profit for each 
level of sales. One can then select 
the level which will yield the maxi- 
mum aggregate profit in relation to 
the available capital. Economists 
have usually assumed that a monop- 
oly or other company able to control 
its price would endeavor to organize 
its production at the point of maxi- 
mum profit. In actual practice, how- 
ever, inability to gauge the effect of 
price on volume, lack of capital, or 
the mere conservatism which lack of 
competition is likely to induce, may 
interfere with what might otherwise 
be a natural tendency. 


Two THEORIES AND PRACTICAL 
COMPROMISES 

Some accountants and_ business 
men follow the economists in the be- 
lief that market value is the proper 
basis for pricing. The theory of this 
school is that price minus desirable 
profit on investment equals the 
amount which can be spent for cost. 
At the other extreme is the cost-plus 
school of thought. Its formula is, 
cost plus desirable profit on invest- 
ment equals what selling price ought 
to be. Between these two extremes 
we find various practical compro- 
mises under which cost differentials 
are used as guides to price differen- 
tials and part of the cost is used as a 
floor below which price quotations 
usually do not go. 


MARKET VALUE THEORY 

The market-value school believes 
that selling prices are made in the 
market and that cost is really the al- 
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location of the sales income to the 
factors of production and marketing. 
Raw material prices, wages, salaries, 
and profits, they say, are ultimately 
determined not by what the recipi- 
ents of each would like to receive but 
rather by the amount which can be 
distributed among them, that is, by 
what the customers are willing to pay 
for the finished product. Society 
should and does distrbiute its re- 
wards not in proportion to effort ex- 
pended, that is, cost—but rather in 
proportion to the benefit or value 
which its members think they re- 
ceive. The efficient producers and 
those who best adapt their product 
to demand deserve and get more plus 
above cost than the ones who are less 
eficient or less responsive to the 
public need. 

Business men, they think, should 
first find out the consumer’s wants 
and then courageously accept the re- 
sponsibility for finding a means of 
satisfying these wants within the lim- 
itations of the consumers’ purchasing 
power. In other words, each should 
organize his cost structure to fit the 
market value. They cite the Model 
T Ford and the 5 and 10 cent stores 
as classic examples of the success of 
this method. 

Under this theory, pricing is a 
process of judging what buyers are 
likely to be willing to pay. 

If the product is already being 
sold by others, the pricer should find 
out what they are charging. If the 
product differs slightly he should 
judge what the difference is likely to 
be worth to the buyer. 

If the product is to be sold to con- 
sumers, the pricer should compare it 
with other articles serving similar 
purposes or which are likely to make 
substitute appeals for the same class 
of consumers’ dollar. He must con- 
sider the type of people to whom he 
expects to sell and how many will be 
likely to think they can afford to buy 
the product at various assumed 
prices. Then he should assign the 
product a place on the price scale 
commensurable with its probable rel- 
ative utility. 

If the product is a raw material, 
the pricer must compare its value 


with the materials with which it is 
expected to compete and consider 
what the difference if any is worth 
to the buyer’s customers. If it is a 
manufactured part, he will consider 
also what it would cost the buyer to 
make it for himself. If the product 
is a new machine, he must figure how 
much it will be worth to the buyer in 
terms of reduced cost or increased 
sales. 
Cost-PLus THEORY 


Let us now examine the cost-plus 
theory. The extreme advocates of 
this theory conceive of pricing as a 
process of fairly allocating costs to 
the distributees of merchandise. 
Their theory is that the ideal price is 
a price which makes every product 
pay its fair share of all costs, both 
manufacturing and marketing, in- 
cluding compensation for the capital 
employed. One customer, they be- 
lieve, should not be asked to pay for 
the cost of what another customer 
receives. 

Members of this school feel that 
the way to make a profit on the busi- 
ness as a whole is to make certain 
that a profit is made on every part of 
the business, that is on every product 
and every order. They would allo- 
cate all costs, including compensa- 
tion for capital, according to some 
prescribed rule or mechanistic for- 
mula and then make few if any sales 
below the total cost as thus com- 
puted. 

Probably the cost-plus plan is suf- 
ficiently well adapted for use by 
small concerns with limited capital 
which have close personal contact 
with their customers. It is especially 
appropriate when the customers dic- 
tate exactly how the product is to be 
made or consider some other factor, 
such as quality or delivery time, of 
more importance than price. 

A large concern with a varied line 
which tried to allocate all of its costs 
in this way for the first time would 
be very likely to find that one third 
or more of its products were sold at 
a price below such theoretical com- 
plete cost, perhaps one third at a 
price above such cost, and perhaps 
the final third not too far out of line. 
If this concern then tried to rear- 
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range its prices to fit these theoretical 
costs, it might lose one third of its 
sales and have to reallocate part of 
the cost thereof against the other 
two-thirds which remained. Before it 
got through it might have a rather 
keen realization that something was 
wrong with the theory. 

Advocates of cost-plus pricing 
have, of course, realized that it is not 
always possible to sell merchandise at 
a price computed in this way. At one 
time they thought this was because 
competitors did not understand their 
costs and that education in cost ac- 
counting would reduce the difficulty. 
More recently the trend has been to- 
ward a demand for trade-practice 
agreements and laws to prevent what 
is called, ‘‘selling below cost.” 


WIDE VARIATION IN APPARENT 
Costs 

Every study of the subject has 
shown a wide variation between the 
apparent costs of different companies 
selling the same product. Some of 
this difference is doubtless due to pe- 
culiarities in the accounting; but real 
causes of difference exist (1) in the 
varied way in which the manufacture 
or sale of one product is combined 
in joint or common costs with that of 
other products; (2) in the relation- 
ships of sales to capacity; (3) in the 
efficiency of management, labor and 
equipment; and (4) in the costs of 
each in different places or at differ- 
ent times. All can not sell at a sim- 
ilar markup above cost unless cus- 
tomers are willing to pay a variety 
of prices. 

The fact is that without selling be- 
low what the rules call cost, many 
products could not be sold at all, 
many concerns would be driven out 
of business, and, at times, whole in- 
dustries would be unable to sell any- 
thing. 

While certain forms of price cut- 
ting are doubtless demoralizing to 
fair competition, yet the attempted 
cure may be worse than the disease. 
If no company were allowed to sell 
below its individual complete cost it 
would be possible for the lowest 
cost producer to drive all the others 
out of business and thereafter to 
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charge what he pleased. So, excep- 
tions must be permitted to meet com- 
petition, to dispose of distress stocks, 
to introduce new products, and for 
other purposes. These necessary ex- 
ceptions, together with the difficulty 
of proving what complete costs are, 
must make legal enforcement so slow 
and uncertain as to be of little value 
except as a nuisance. This must be 
especially true where it is necessary 
to prove intent also, as in the case of 
trade-practice agreements which for- 
bid ‘‘selling below cost with the in- 
tent to injure competition.” The en- 
forcement of such a clause probably 
rests principally on the mere threat 
of retaliation. To the extent that this 
is so, we have various degrees of 
price fixing rather than any cost-plus 
plans for the individual companies. 


Cost DIFFERENTIALS AS A GUIDE 

The use of factory cost as a rough 
sort of a guide to price differentials 
and as a floor to prices is very com- 
mon. This practice, however, differs 
from the true cost-plus plan in that 
only part of the cost, usually factory 
cost, is used. While a percentage is 
added to cover marketing cost, such 
percentage is likely to be very elastic. 

What people using this method 
really do is something like this: 
They estimate that if the last order 
was sold at 30 per cent. above factory 
cost then probably the next order 
also can be sold at a 30 per cent. 
markup if competitive conditions are 
the same. If, however, the 30 per 
cent. lost the last order or if competi- 
tion is keener, they may try to get 
only 27 per cent. on the current 
order. Or, on the other hand, if com- 
petition has slackened, they might 
try to “sweeten” the price to say 33 
per cent. above cost. 

When a variety of merchandise is 
sold, these percentages are likely to 
have little if any relation to the mar- 
keting cost of the specific products. 
In fact, the difference in marketing 
cost is seldom known. The percent- 
ages of markup are more likely to 
reflect merely a ratio between factory 
cost and selling price which past ex- 
perience has shown to be obtainable. 
The way the factory cost is figured 
does not make much difference for 
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this purpose so long as it is figured 
consistently. A different method of 
figuring the cost probably would not 
have changed the selling price, but 
would merely have changed the ex- 
perience in respect to the percentage 
of markup obtainable. 

Companies with a fair idea of their 
competitors’ costs and markup prac- 
tices can better this procedure by 
estimating the price competitors are 
likely to ask. This is most likely to 
be possible in industries which 
through their trade associations have 
adopted uniform cost accounting 
practices. The utility of the figures 
for pricing purposes then depends 
not upon the extent to which they 
represent true costs but rather upon 
the extent to which they reflect the 
way the competitor will figure his 
price quotations. The question is not, 
are the costs correct, but rather are 
they the same kind of conventional 
figures the competitor uses? 


THE SCIENCE OF THE RELATIONSHIP 

The way to improve current prac- 
tice, I think, is not in the direction 
of the development of a true cost- 
plus plan, nor, on the other hand, is 
it in the direction of the substitution 
of market value without regard to 
cost. Rather it lies in the develop- 
ment of more definite ideas as to 
what a selling price is supposed to be 
and do. 

While the ultimate purpose of 
business may be to make a profit, the 
immediate purpose of a selling price 
is to make a sale. The price which 
sells goods is a price which is prop- 
erly related to both the buyer’s idea 
as to what he is willing to pay and 
the seller's idea as to what he would 
like to get. The market value theory 
stresses the former and the cost-plus 
idea the latter. Trading, however, is 
give and take. Sometimes the buyer 
may be willing to pay more than a 
complete cost computed in the con- 
ventional manner and other times 
not that much. In a business making 
and selling many products jointly 
with other products, the profit made 
on each individual product, customer, 
or order is largely theoretical. The 
really important factor is the mar- 
ginal contribution of each toward 
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the total. The seller may get more 
profit in the aggregate by collecting 
whatever marginal contribution he 
can get, when and where he can get 
it, than by trying to satisfy some 
theoretical formula. 


INTRODUCTION TO CHART 


Now let us turn to the accompany- 
ing chart and I shall explain what I 
believe to be the scientific relation 
between costs and selling prices. 

You will notice on the left-hand 
margin that the chart is divided ver- 
tically into four primary divisions: 
first, the cost of executing the sales 
contract, that is, producing and de- 
livering the goods and handling the 
orders from the time of acceptance 
until the money is collected; second, 
the cost of getting the order from 
the customer by means of advertis- 
ing, sales promotion, and salesmen’s 
calls; third, the cost of general man- 
agement and of contacts with the 
suppliers of capital; and fourth, busi- 
ness profit, which includes both the 
economic rent of capital and the re- 
wards of enterprise. 

The cost of the execution of sales 
contracts is subdivided into three 
parts, factory direct cost, factory in- 
direct cost, and what we call ‘“‘order- 
filling cost’, which includes order 
and invoice handling, warehousing, 
shipping, and out transportation. 

Order getting, in turn, is subdi- 
vided into costs which are variable 
with products or with customers and 
costs which are variable with neither. 
What some people call ‘distribution 
costs” I have divided into two parts, 
first, order filling, which is a real dis- 
tribution cost and, second, order get- 
ting, which has really nothing to do 
with the distribution of goods; rather 
it is a cost for persuading customers to 
promise to pay money for the goods. 


CLASSIFICATION OF PRODUCTS 


Let us take up the classification of 
products first. 

If a company is handling only one 
product it must either make that 
product pay or ultimately become in- 
solvent, but if it is handling a family 
of products to a variety of customers 
it may have the same sort of a prob- 
lem as a human family has. 
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Products, like humans, pass 
through a life curve from the early 
development of childhood through 
the expanding period of youth to the 
critical stages of middle age and 
thence downward to the dotage of 
obsolescence. Also, products, like 
members of a family, are subject to 
illness, owing perhaps to an epidemic 
of public fickleness or to insufficient 
nourishment (research, redesign, ad- 
vertising) and they may be tempo- 
rarily disabled by fights with the 
neighbors (patent suits, price wars, 
and the like). Hence they can not be 
judged entirely by the contribution 
of any single year. It may be as un- 
reasonable to expect all products to 
pay a like share of this year’s joint 
cost as it is to expect the baby, young 
sister, older brother, and grandpar- 
ent to contribute alike toward the 
household expenses. 

The prosperous family is one 
which develops a lot of big strong 
brothers but, even in the prosperous 
family, all can not be big brothers. 
We can save money today by not hav- 
ing any children but when the pres- 
ent products approach obsolescence 
there may be none to replace them. 
On the other hand, balance is very 
important. No family or business 
can survive if at any given time it 
has too many infant or infirm mem- 
bers to support. Likewise it will be 
in a continuous state of unstable 
equilibrium so long as it depends too 
much on the contribution of a rela- 
tively few members. Such members 
might become sick or be attacked by 
competitors who have no weak sisters 
for their big brothers to support. 

Each member of the family re- 
quires a different sort of treatment. 
One must not give the baby’s bottle 
to the grandparent nor confuse the 
ones who pay the rent with the ones 
who need education. For the reason I 
have found it useful to classify prod- 
ucts for study, and for this purpose 
have invented the family designa- 
tions shown at the top of the chart. 


SELF-SUPPORTING AND BiG-BROTHER 
PRODUCTS 

What I call a “self-supporting” 

product is one which sells at a price 

which on a conventional cost-plus 








basis would be considered approxi- 
mately correct. 

A “big-brother” product is one 
which sells at a price higher than the 
amount required to rank it as self- 
supporting. Among the factors which 
might make this possible are (1) the 
ability to manufacture or market 
more cheaply than competitors; (2) 
the ability to manufacture a product 
better than competitors in quality, 
design, or some other feature; (3) 
the ability to keep ahead of compet- 
itors in research, invention, or the 
command of limited resources; (4) 
the existence of modal or habitual 
prices in the market which might 
make prices slower to move than 
costs; (5) the possibility that com- 
petitors also might be in need of big 
brothers to recoup losses on other 
products; and (6) the possibility that 
competitors with a varied line might 
be merely ignorant of their costs for 
the specific product. 

New products resulting from re- 
search properly should command a 
wider margin than older and more 
staple products. If, however, com- 
petitors are likely to copy, one must 
beware of trying to get a plus profit 
for too long a period. High profits 
are always an invitation to competi- 
tion. The maintenance of a more- 
than-necessary margin above cost is 
like holding an awning or umbrella 
over the head of prospective com- 
petitors while they go through the 
high-cost period of breaking into a 
new market and learning how to pro- 
duce efficiently. 

In the case of big brothers, even 
more than with other products, the 
possibility that more profit can be 
obtained by selling a larger quantity 
at a lower price, must not be neg- 
lected. 


WEAK SISTERS AND PROBLEM 
CHILDREN 

A weak sister is a product, the 
selling price of which covers more 
than the saveable costs, but not 
enough more to rank it as self-sup- 
porting. Such sisters are helpful and 
decorative in the house. They pay 
for their own clothes and outside 
meals but they are unable to contrib- 
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ute their pro rata share of the joint 
household expenses. 

A problem child is a product, the 
selling price of which fails, perhaps 
only by a small margin, to cover the 
costs which might be saved by its 
elimination. 

Some of the types of products 
which might not pay a pro rata share 
of the joint costs are as follows: 

First: By-products of manufacturing 
or marketing. These either could not 
be made or sold profitably by them- 
selves or if so made or sold would re- 
quire a cheaper manufacturing or 
marketing technic. The marketing 
cost of such items requires watching 
to see that it does not in fact exceed 
what it pays to spend. 

Second: Loss savers in manufactur- 
ing or marketing which it would not 
be worth while to make or sell at all 
were it not for the existence of un- 
used manufacturing or marketing ca- 
pacity. In this connection it is im- 
portant to distinguish between truly 
non-variable costs which are rela- 
tively few and the much larger pro- 
portion of costs which are non-vari- 
able only in the short run. From a 
longer-range point of view it might 
be better to divide indirect costs not 
so much between variable and fixed 
as between quick and lagging. When 
changes in volume come quickly, the 
lagging costs do not move as far or 
as fast, but in the course of time the 
same relationship as before may be 
reestablished. While loss savers can 
be valuable during a depression, they 
should be discontinued by the time 
normal volume is regained. Other- 
wise they are likely to disguise the 
need of reorganization downward 
and may even be the cause of an auto- 
matic increase of capacity. 

Third: New products of reasonably 
certain promise which are expensive 
to develop and promote and perhaps 
require a lot of advertising, research, 
and experimentation. Present losses 
are expected to be recovered out of 
above-normal profits of the future. 
The logical cost accounting proce- 
dure would be to defer part of the 
cost of these until a subsequent year; 
but conventional auditors would ob- 
ject to including such an item on the 
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balance sheet and, in many cases, the 
uncertainties of the future might 
make it wiser to accept the loss cur- 
rently. 

Fourth: More speculative products. 
Usually these ought to be launched 
on a scale which would limit losses to 
what can be afforded as experimental 
expense. A good plan might be to 
limit speculation of this sort to some 
revolving fund with a time limit on 
its use for any one product. 

Fifth: Items which are said to be 
necessary to complete the line or to 
maintain the custom of certain classes 
of trade. For this purpose it may be 
necessary to sell weak sisters as well 
as big brothers or self-supporting 
products. 

If a reasonable profit is made on 
the aggregate sales to a given cus- 
tomer it does not for the moment 
make any difference how that profit 
is distributed among the products 
which he buys. The immediate profit 
might not be changed by charging 
him less for the big brothers and 
more for the weak sisters. This may 
hold true as long as a balance be- 
tween the two classes of products is 
maintained with each class of cus- 
tomer. 

One possible objection to charg- 
ing different markups on different 
products is that the products with 
the higher markup are more vulner- 
able to competition. The customer 
may in time find he can buy the big 
brothers cheaper from suppliers who 
ask only a self-supporting price. 
There may then be fewer and fewer 
big-brother sales to help support the 
weak-sister sales. This may tend in 
time to reduce the profit on such cus- 
tomers to the vanishing point. 

Another objection to weak sisters 
is that once in the line they are likely 
to be sold to customers who buy very 
little else. 

If the low profit on a product is 
due to the large number of styles, de- 
signs, sizes, or colors it may be pos- 
sible to improve the profit of both 
the manufacturer and dealer through 
a program of simplification and 
standardization. 

Where this is not practical the main 
thing is to try to maintain a balance 
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in the sales to each class of customer 
and thereby try to put the customer 
as a whole on a self-supporting basis 
even if the individual products he 
buys are not. 

Sixth: Products facing a saturated 
market due to over-expansion in the 
industry or a decline in the demand 
for the product. In a short period of 
time, such as a depression, it might 
be difficult to distinguish between 
temporary and permanent difficulties 
of this nature. If a concern dropped 
every item which was in temporary 
difficulty, it might end with nothing 
left. On the other hand, if it keeps 
on carrying losses indefinitely, it may 
permit its life-blood to be drained 
away. 

Seventh: Products which for some 
reason are not being made or sold as 
efficiently as by competitors or which 
are inferior in value to what compet- 
itors offer. All weak sisters and 
problem children should be suspected 
of this kind of guilt until they are 
proved innocent. If, after a sufficient 
trial, the trouble can not be cured, 
probably the product should be aban- 
doned. 

Eighth: Products sold at special cut- 
price sales. Such sales may be pub- 
licity stunts to be justified as selling 
expense or they may be salvaging 
operations to dispose of end-of- 
season, discontinued, or other un- 
wanted stocks, factory remnants, and 
the like. In either case the end in 
view is likely to be a definite one. If 
however it is regular practice to sell 
part of the product at a reduced price 
the product should be rated on the 
average actual price of the entire out- 
put rather than on the so-called reg- 
ular price alone. 


Wuat To Do AsoutT It 


The primary purpose of these clas- 
sifications is of course merely to focus 
the attention and direct the think- 
ing of the organization. Usually the 
cure requires the combined effort of 
different types of minds. Some 
should be challenged and stimulated 
to study the market angle and others 
to study the cost aspect. 

An increase of selling price is sel- 
dom the desirable or even a possible 
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solution. A reduction of cost is al- 
ways desirable but presumably efforts 
in that direction have long been in 
process. In the course of time, as 
market conditions improve and costs 
are reduced, it may become possible 
to increase the spread. Often how- 
ever such a simple solution is not to 
be expected. 

An improvement in the value of 
the existing product with a less than 
pro rata increase of cost or the sub- 
stitution of a more profitable product 
is often a more desirable solution. 
The development and promotion of 
new merchandise may, however, be a 
slow process. Hence a varied busi- 
ness needs always to have new prod- 
ucts in the course of development so 
that they can from time to time be 
substituted for products which have 
passed the prime of life. 

The ideal time to drop an old 
product is thus when a new product 
can be substituted for it. The next 
best time is during a period of ex- 
pansion, such as the upward move- 
ment of the business cycle. In that 
case, the growth in the contribution 
of other lines can replace the con- 
tribution of the dropped line, while 
the actual overhead expense is held 
constant. During a period of declin- 
ing business, on the other hand, it is 
likely to be impossible actually to 
save all the joint indirect cost which 
as a matter of accounting may have 
been fairly charged against the prod- 
uct. 

If none of these solution seems 
possible, then careful consideration 
must be given to reorganizing down- 
ward so as to save the costs formerly 
charged to the product to be dropped. 
Or, at least, the increase of ex- 
pense and the purchase of additional 
equipment should be curbed so as 
not to add to the loss. 

Ordinary standard or average costs 
would naturally be of little use in de- 
termining whether a line should be 
continued or dropped. For this pur- 
pose the better plan is to set up at 
least two detailed profit and loss 
budgets; first, a budget as it would 
be with the line continued as is, or 
on a modified basis, and second, as 
it would be if the line were dropped. 
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Sometimes it may take several years 
to get the full effect of the saving 
and hence there may need to be 
budgets for more than one year. If 
the saving is considered sufficient to 
warrant dropping the line, the con- 
troller should follow up the budget 
changes and see that the expected 
savings are in fact realized. 


PLANNING CUSTOMER CALLS 


Let us now turn our attention to 
the central part of the chart and con- 
sider when it pays to have salesmen 
call on customers. 

The direct costs and variable in- 
direct costs of both manufacturing 
and order-filling need not be incurred 
if no order is obtained from a cus- 
tomer. The non-variable manufac- 
turing and order-filling costs would 
not be reduced in the case of a single 
order lost, but if the factory is oper- 
ating at or close to capacity addi- 
tional orders would necessitate an in- 
crease of capacity. Hence under such 
conditions the whole of the factory 
and order-filling costs should be 
counted as saveable. 

If no calls are planned, the mar- 
ginal cost of the salesman’s time and 
travel would also be saved. This sav- 
ing probably would not be realized 
in the case of only a few customers. 
But if the travel plan could be laid 
out so as to reduce the number of 
salesmen, the saving might be sub- 
stantial. Even then, however, there 
would be a considerable proportion 
of the selling overhead which might 
not be reduced in the least. 

It is important to distinguish care- 
fully between marginal selling cost 
per marginal sale and average selling 
cost per average sale. The marginal 
cost per dollar of sales may be either 
higher or lower than the average, de- 
pending on the extent to which the 
potential market is covered. The cost 
will increase very much less than pro 
rata with an increase in the number 
of calls. But the sales also will in- 
crease very much less than pro rata 
as we reach out from the big to the 
small towns and customers, or from 
the easy-to-sell to the harder-to-sell 
customers. This follows the so-called 
law of diminishing returns. It should 





be the aim of scientific budgetary 
control to discover the point of most 
profitable volume as it changes from 
time to time and to maintain the bal- 
ance thereabouts. 

Under certain conditions it may 
pay to cut down the sales force dur- 
ing times of depression whereas un- 
der other conditions it pays to sell 
more intensively or extensively when 
general business is poor. Much will 
depend upon the ratio of the market 
already being covered to the poten- 
tial market which might be covered. 
The rule is that so long as the addi- 
tional sales exceed the additional dif- 
ferential costs, it pays to increase the 
order-getting effort. On the other 
hand, when the capacity of the sales 
organization is limited—as it may be 
during times of prosperity by the 
time required for training new sales- 
men—we should be careful to use 
this limited capacity to the best ad- 
vantage. In such cases we should 
concentrate the selling effort where 
it will produce the maximum profit. 

We must remember however that 
order-getting effort may be an alter- 
native to a change in selling price. 
For long-range effect one must there- 
fore watch the average ratio of order- 
getting cost to price and consider 
whether or not the customer is being 
asked to pay too much for something 
which may not add to the value of 
what he receives. Instead of adding 
to the selling expense it may be bet- 
ter to reduce the price. 


PRICES ON INDIVIDUAL ORDERS 

Now let us turn to the right-hand 
set of columns on the charge and con- 
sider how low a price a seller can af- 
ford to accept to get what he con- 
siders necessary business. 

The replacement cost of direct ma- 
terial, direct labor, and certain ship- 
ping supplies, outward transporta- 
tion, and the like, will under almost 
all cases be saved if the order is not 
taken. The price must therefore at 
least cover these costs unless the sel- 
ler is willing to give away money. 

In the case of the indirect costs of 
manufacturing and order-filling the 
situation will depend somewhat upon 
the expected duration of the below- 
capacity production. If it is only 











] 








temporary, very little of the indirect 
costs will be saved, probably only 
those expenses which vary automati- 
cally or are very closely controlled 
with volume of output. It may not 
be feasible to lay off indirect labor 
for very short periods. If, however, 
the condition is to be of longer dura- 
tion it may be cheaper to reorganize 
down to the volume of business 
which can be obtained than to con- 
tinue to spend money which can not 
be recovered in the selling price. 
Over a sufficiently long period of time 
without orders, very nearly all of the 
indirect costs of manufacturing and 
order filling can be saved. Even the 
cost of equipment is saveable when the 
time for replacement arrives. 

Advertising, selling, and other or- 
der-getting costs, on the other hand, 
are costs for developing and main- 
taining customers over the long run, 
rather than costs for individual or- 
ders. In fact a large part of the ex- 
pense, usually more than half, is the 
cost of trying to get orders which are 
not in fact obtained. The larger part 
of the remainder is a joint cost of the 
nature of overhead. The actual di- 
rect cost of the single order is usually 
relatively small and it is water over 
the dam by the time any single order 
is offered for acceptance. Ordinarily 
none of this expense will be saved if 
an individual order is rejected. Sell- 
ing is partly a gamble and order-get- 
ting expenses are, to a large extent, 
investments made before the sales are 
determined. When prices are made 
for an entire season a considerable 
part of the selling cost may still be 
saveable but the pricing of individ- 
ual orders is primarily a salvaging 
operation—the only choice is be- 
tween taking what one can get to- 
ward paying for the selling costs, or 
taking nothing at all. 

An exception in respect to order- 
getting cost must be made when 
salesmen are paid a commission on 
sales. Such a commission is for this 
purpose like a discount from the 
price on the invoice. Any such com- 
mission, any discount allowed the 
customer, and an allowance for un- 
collectable accounts should be de- 
ducted from the selling price before 
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comparing it with the saveable costs. 
So far as the individual order is 
concerned, a marginal profit is made 
whenever the selling price exceeds 
the marginal cost which would be 
saved if such order were not ac- 
cepted. That of course is not the 
same as saying that one should quote 
that low. There is no need of quot- 
ing any lower than is necessary to get 
the order. Likewise at times it may 
pay to risk losing the order rather 
than to take any action which may 
result in a permanent lowering of 
the prices quoted by competitors. 


LONGER-RANGE EFFECT OF PRICING 

Up to this point I have been dis- 
cussing an order as if each were an 
isolated business transaction. Often- 
times this is the case and no longer- 
range effect need be feared. Under 
other conditions prices must be 
quoted on a longer-range basis or 
there may be fear that a price once 
reduced will stay reduced. 

The principal difference between a 
price quoted for a single order and a 
price quoted for a whole season's 
output is that the alternative in the 
first case is a relatively small cost 
saving whereas in the latter case 
there would be time for a relatively 
larger cost saving. Hence the longer 
a price is to last or the longer the 
period for which like prices must be 
repeated, the larger will be the pro- 
portion of the cost which the price 
should cover. 


PRICING WHEN FAcTorRY CAPACITY 
Is LIMITED 

So far also we have assumed that 
the factory is able to fill all orders 
without strain. Suppose, however, 
the factory gets behind on its orders. 
Before expansion of either facilities 
or organization is considered the 
price quotations should stiffen to 
prices which would more than cover 
a fair share of all costs and a fair 
profit on the replacement cost of the 
existing investment. Furthermore, 
this should be done in time to test 
out the ability to get such prices over 
the next minor business cycle before 
such expansion is actually under- 
taken. The fixed costs during a de- 
pression are largely determined by 
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the extent of expansion during the 
preceding prosperity. 

Let us suppose however that the 
increase is believed to be temporary 
only, perhaps lasting only during a 
cyclical peak. Under such a condi- 
tion sales will be limited by the ca- 
pacity of the various parts of the fac- 
tory. Under such circumstances the 
wisest policy for the long pull usually 
will be to take care of the regular 
customers first regardless of immedi- 
ate profit. But suppose that after this 
need is met there remains capacity to 
spare. The plan then would ordinar- 
ily be to use such remainder of the 
limited capacity so as to get the larg- 
est possible aggregate gross profit 
above the cost of executing the order. 
One of the best ways of doing this 
would be to compute a standard 
gross profit per machine hour on the 
basis of what the traffic might fairly 
and reasonably be expected to stand. 
This might mean in effect auctioning 
the hours of each machine to the 
highest gross profit bidders. If a per- 
centage markup is used, the percent- 
age should then be applied only to 
the hour rate and not to the raw ma- 
terial. This will usually mean that at 
such times it is more profitable to sell 
products made of expensive than of 
cheaper materials. 

Laws AFFECTING PRICES 

Before closing this subject perhaps 
some further mention should be 
made of laws affecting prices. The 
oldest laws of this nature are the 
various federal and state anti-trust 
laws, which have attempted to pre- 
serve that free action of the law of 
supply and demand which is believed 
to have existed when business units 
were smaller. These laws prohibit at- 
tempts to limit supply or to fix prices 
directly. The recent trend has been 
toward exceptions to these laws as 
under the N.R.A., various trade-prac- 
tice agreements, and the laws per- 
mitting resale price agreements. 

Laws directly affecting the relation 
of selling price to cost are of two 
types, first, the laws which forbid 
price differentials in excess of cost 
differentials and secondly the laws 
which forbid sales below cost. 

(Please turn to page 22) 
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Brief Items from Here 


and There of Intest 





Business Concerns Encourage Airplane 
Travel But Do Not Require It 


A member of The Controllers Institute 
of America recently asked The Institute 
to make inquiry of a limited number of 
companies to learn whether any of them 
prohibit employees from using airplanes 
to travel for business purposes, and if so 
for what reasons. These questions were 
asked of a considerable number of com- 
panies. The inquiry did not disclose any 
company which prohibits its employees 
from using the air lines for business pur- 
poses, consequently no reasons for such 
prohibition were brought to light. The 
companies for the most part encourage 
airplane travel but do not require it. 


Now Is Time To Strive for 
Equitable Merit Rating Provisions 


Merit ratings are really worth while, 
and mean a considerable saving in unem- 
ployment insurance taxes, Mr. Hugo 
Kuechenmeister told a meeting of the 
Chicago Controllers’ Association on No- 
vember 29, 1938, according to “The Bal- 
ance Sheet,” a publication issued by the 
Controllers Congress. Mr. Kuechenmeister, 
a member of The Controllers Institute of 
America, is controller of three Ed. 
Schuster & Company stores in Milwaukee. 
He reported that his firm expects to save 
$40,000 in unemployment compensation 
taxes in 1939. 

Changes in state laws are being con- 
sidered now, Mr. Kuechenmeister said, 
and this is the time for business men, in- 
dividually and through their associations, 
to interest themselves in this subject. The 
question is, whether state laws, as en- 
acted, amended, or enforced, will permit 
a reduction in the tax if the experience of 
the individual firm is favorable. Admin- 
istration costs must be kept down, and 
procedures simplified. Several states were 
mentioned as being among those in which 
steps are being taken to secure proper 
legislation—Illinois, New York, Ohio, 
and Missouri. 


Administering Incentive Taxation Law 


Would Be Complex Task 


One of the principal objections put 
forward against the use of incentive tax- 
ation to stimulate employment, and en- 
largement of plants, is that the adminis- 
trative problem would be so complex that 
it would be exceptionally costly, and in- 
cidentally would give the government an- 
other excuse to demand reports and sta- 





EXAMPLE OF FINE SERVICE 
GIVEN BY INSTITUTE 


“Thank you for the copy of the 
booklet ‘Interpretations of the Fair 
Labor Standards Act’ by Mr. Frank 
Rising which you sent to me. It is 
most interesting and is indeed an 
excellent example of the fine serv- 
ice given by The Institute to its 
members.” 


Extract from letter from Mr. Roy S. 


| Northern Illinois, Chicago. 








| 
Holden, Public Service Company of | 





tistics—a still greater burden on business 
—and provide another means of regulat- 
ing business. 


SEC Excludes Certain Persons 
from Category of “Underwriters” 


The Securities and Exchange Commis- 
sion announced on December 14 the adop- 
tion of a rule under the Securities Act of 
1933 the effect of which is to exclude 
from the category of “underwriters,” as 
defined in the act, persons whose connec- 
tion with a distribution of securities is 
confined to supplying secondary capital 
by purchasing for investment any securi- 
ties remaining unsold in the hands of the 
underwriters at the conclusion of the pub- 
lic offering. With the publication of the 
rule the commission also made public an 
opinion of its general counsel, Mr. 
Chester T. Lane, discussing the purpose 
and effect of the rule. 


Two New Interpretative Bulletins 
From Wage and Hour Division 


The Wage and Hour Division of the 
United States Department of Labor has 
issued two additional Interpretative Bul- 
letins: No. 5, December 2, 1938; and No. 
6, December 7, 1938. Both were released 
by Mr. Paul Sifton, deputy administrator. 

Bulletin No. 5 is a further statement as 
to the coverage of the Fair Labor Stand- 
ards Act of 1938. It supplements Inter- 
pretative Bulletin No. 1 by indicating the 
answers to some of the questions which 
were left open in Bulletin No. 1. 

Bulletin No. 6 deals with the scope and 
applicability of the exemption provided 
by Section 13(a)(2) of the act, which 
covers employees of retail or service es- 
tablishments. The Bulletin defines retail 
establishments and service establishments. 


All But Two States Paying 
Unemployment Benefits 


In a year-end statement issued Decem- 
ber 26, Arthur J. Altmeyer, chairman of 
the Social Security Board, made the fol- 
lowing report of progress under the So- 
cial Security Act: 

With the close of this year, social se- 
curity as a national program in this coun- 
try passes its third milestone. The work 
of the Social Security Board during 1938, 
in collaboration with the other federal 
and state agencies concerned, brings us up 
to the New Year with a substantial rec- 
ord of accomplishment. | 

We have at least one federal-state pro- 
gram of public assistance to the needy in 
every state and territory of the United 
States. The federal government, by grants 
of money, helps the participating states 
to provide cash payments monthly to 
needy old people, the needy blind, and 
for dependent children. All the states are 
taking part in the program for needy old 
people. Forty-two states are taking part 
in the program for the needy blind, and 
the same number in that for dependent 
children. All told, about two and one- 
half million men, women, and children 
are being directly aided through these 
monthly cash allowances, from federal, 
state, and local funds. A total, from all 
these sources, of one billion dollars has 
been paid to beneficiaries under these as- 
sistance programs since the Social Secur- 
ity Act went into operation. 

We now have thirty-one states paying 
unemployment insurance benefits. In all 
the remaining states but two, benefits will 
be payable in January, and after next July 
all the states will have reached this stage 
of full operation. Up to November 30, 
1938, three and one-half million unem- 
ployed workers in twenty-nine states had 
received benefits amounting to about 
$368,000,000. 

We have more than forty-two million 
old-age insurance accounts on our books 
—representing an average gain of nearly 
half a million a month during 1938. Every 
worker covered by the old-age insurance 
plan is now building up his rights to a 
regular monthly retirement benefit. Mean- 
while, we are paying lump-sum claims at 
the rate of more than 15,000 a month to 
insured workers who have reached 65 
years of age, and to the families of those 
who have died—claims amounting so far 
to about 11 million dollars. 

The new year will bring, no doubt, 
changes in the Social Security Act and in 
the state laws which tie into the act. This, 
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of course, is as it should be, for we now 
have experience upon which we can build 
in extending and strengthening these laws. 


November's Record of Effective 
Securities Registrations 


During November, 1938, according to 
an announcement by the Securities and 
Exchange Commission, a gross amount of 
$303,280,000 of new securities registered 
under the Securities Act of 1933 became 
fully effective. Included in this gross 
amount was $53,291,000 of common stock 
registered solely for reserve against con- 
version of other issues. The net amount, 
after deducting securities reserved for con- 
version, of $249,989,000 compared with 
a net total of $405,063,000 in October, 
1938, and $35,455,000 in November, 1937. 

As in October the electric and gas util- 
ity industry led all other industries with 
net effective registrations amounting to 
$103,219,000, or 41.9 per cent. of the total. 


Senate Committee To Propose 
Profit Sharing Formula 


It is reported that the sub-committee of 
the Senate Finance Committee which has 
been studying incentive taxation as a 
means of increasing industrial employ- 
ment, enlarging plants, and inducing 
profit sharing, will propose no profit shar- 
ing legislation, but will offer a formula 
of what it regards as the best profit shar- 
ing system. This formula will propose 
contributions jointly by employers and 
employees to an irrevocable trust fund 
for each firm. This would pay retire- 
ment benefits. 


Must Ask SEC for Permission 
to Sell Certain Securities 


The Securities and Exchange Commis- 
sion has adopted a rule relating to the 
sale of public utility securities or assets 
by registered holding companies or their 
subsidiaries to other companies or affili- 
ates in the same holding company system. 
The rule, which is designated U-12F-1, 
provides that, with certain exceptions set 
forth in paragraphs (d), (e) and (f) of 
the rule, no registered holding company 
or subsidiary shall, directly or indirectly, 
sell any of its public utility securities or 
utility assets to any company in the same 
holding company system or to any affiliate 
of a company in such holding company 
system, without first making application 
to the commission. The rule was adopted 
primarily under Section 12(f) of the Pub- 
lic Utility Holding Company Act of 1935. 


The subject matter of the rule is an- 
alogous to, and overlaps to some extent, 
that of Rule U-12D-1 which covers sales, 
direct or indirect, of public utility securi- 
ties and utility assets by registered hold- 
ing companies. 


Old-age Insurance Payments 
Amount to $10,697,111 


Old-age insurance claims certified for 
payment by the close of November, 1938, 
totaled 250,782, representing a total of 
$10,697,111.83, the Social Security Board 
announced recently. In November, 16,699 
claims were certified for payment, amount- 
ing to $1,074,750.97. The November aver- 
age was $64.36. 


First Report on Census of 
American Listed Corporations 


The Securities and Exchange Commis- 
sion recently made public the first of a 
series of reports based on a Census of 
American Listed Corporations. This census 
(a Works Progress Administration proj- 
ect carried on in New York City under 
the sponsorship of the Commission) was 
begun in January, 1936. It was designed 
to abstract the more significant data avail- 
able in registration statements filed with 
the Commission under the Securities Ex- 
change Act of 1934. The study covers 
about 2,000 companies having securities 
listed on national securities exchanges. 

The report just released contains a sum- 
mary of selected data on twelve steel com- 
panies with assets of more than $100,000,- 
000 each, registered under the Securities 
Exchange Act of 1934. It provides in- 
dividual data for each of the companies 
and also combined data for all companies 
in the group. Included in the data on 
individual companies are a general survey, 
the names of the parents and subsidiaries 
of each company, the outstanding security 
issues of each company, sixteen financial 
and operating ratios for each company, 
salary data for each company, and indi- 
vidual balance sheets, profit and loss state- 
ments and surplus reconciliations. The 
combined data for the group as a whole 
include a balance sheet, a profit and loss 
statement, a surplus reconciliation, totals 
of selected expense items, and sixteen fi- 
nancial and operating ratios. 

Forthcoming summaries will cover data 
on registered companies in other major 
industries, including automobile manu- 
facturing, heavy chemicals, building 
equipment, ore refining, and meat pack- 
ing. The census does not cover railroads 





and other carriers reporting to the Inter- 
state Commerce Commission, communica- 
tions companies reporting to the Federal 
Communications Commission, insurance 
companies, banks and trust companies, 
bank holding companies, bondholders 
protective committees and foreign com- 
panies other than Canadian and Cuban. 

The preface to the report points out 
that these summaries are an attempt in 
some measure to bridge the gap between 
the data available in the files of the Se- 
curities and Exchange Commission and 
the many potential users to whom the 
data are now relatively inaccessible. Ac- 
cordingly, the study has been confined to 
factual presentation of basic data, plus 
ratios and percentages derived from the 
data, with no attempt to draw conclu- 
sions or to indicate opinion. 

The Census of American Listed Corpo- 
rations was carried on under the general 
supervision and with the advisory assist- 
ance of James C. Buckley of the Research 
Staff of the Securities and Exchange Com- 
mission. 

Copies of the summary on steel com- 
panies are available upon request. Such 
requests, as well as requests to be placed 
on the mailing list for future summaries, 
should be addressed to the Publications 
Unit, Securities and Exchange Commis- 
sion, Washington, D. C. 


Eighth Annual Meeting of Institute 


Mark calendar now—Eighth Annual 
Meeting, Controllers Institute of Amer- 
ica, October 9 and 10, 1939—Waldorf- 
Astoria, New York City. 





Inquiries Concerning Institute Invited 


The Controllers Institute of Amer- 
ica is a technical, and in a sense a 
professional organization composed 
of more than 1,100 controllers of the 
larger corporations of the United 
States. Membership is open to con- 
trollers, and to those performing the 
duties of a controller as defined by 
The Institute, even though the appli- 
cant may have some other title. In- 
quiries are invited. A description 
of the duties of a controller, as de- 
fined by The Institute, will be sent on 
request. Address, The Controllers 
Institute of America, One East Forty- 
second Street, New York City. 

















22 


Cost Analysis 
(Continued from page 19) 

The Robinson-Patman Act is the 
principal example of the first type. 
The selling price can be either above 
or below the cost without violating 
this act. But the differential between 
prices charged to different customers 
who are in competition with one an- 
other must not exceed the differ- 
ential in cost when the goods are of 
like grade and quality. Presumably 
the administrators will not recognize 
the compensation for owners’ capital 
as a cost but it is possible that the 
courts may be persuaded to recognize 
such compensation as the real eco- 
nomic cost, which it undoubtedly is. 

An example of the second type of 
law is the California Unfair Trade 
Practices Act of 1935, which forbids 
retail sales below cost and defines 
cost as including not only cost of 
merchandise but also labor, rent, de- 
preciation, selling cost, maintenance, 
delivery, credit losses, interest on cap- 
ital, taxes, insurance, and advertising. 

The anti-trust laws have had only 
a slight retarding effect on the nat- 
ural economic development away 
from free competition. The laws af- 
fecting the relation of selling price to 
cost are under a still greater handi- 
cap. The extent of their effectiveness 
remains to be seen but there is no 
doubt that they introduce complica- 
tions into the administration of prices. 


THE ART OF PRICING 

All of these complications help us 
to realize that price administration 
can never hope to be an exact science. 
Cost analysis should be a science but 
pricing is more properly classed as an 
art. Yet even the arts can gain by an 
improvement in technique and a bet- 
ter understanding of the principles 
of design. 

On the one hand, pricing needs an 
intimate and alert contact with the 
market and a wide knowledge of cus- 
tomers and their purchasing habits, 
of competitors and their pricing and 
quoting habits, and of the relative 
value in the market of different types 
of merchandise. In order to have 
such contacts and information a per- 
son must spend a considerable por- 
tion of his time in the field. He can 
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also be helped by records of past orders 
and quotations, of orders lost on ac- 
count of price, and of such competi- 
tors’ quotations as can be reported. 
This need however must be bal- 
anced by an analytical knowledge of 
costs and of the factors affecting 
costs both in the long range and un- 
der conditions existing at the partic- 
ular moment. To combine both types 
of skill and information in one per- 
son is difficult. Therefore, I believe 
that it is desirable to have two types 
of individuals working together in 
determining prices, one with market 
intuition and experience, and the other 
with cost and budgetary training. 


THE FUNCTION OF CosT 
ACCOUNTING 

The sort of cost information re- 
quired for day-to-day pricing does 
not in my opinion have to cover the 
whole field of both manufacturing 
and marketing cost. I have tried to 
show by the chart that all that is 
needed for pricing orders is the cost 
of executing the sales contract. This 
is the cost of the delivered merchan- 
dise and I believe in allocating all of 
this cost currently by classes of mer- 
chandise. 

Order-getting costs, on the other 
hand, have no bearing on the accept- 
ance of orders. They are principally 
indirect or overhead costs which do 
not vary directly with sales. There is 
little need of classifying them by 
products for either pricing or control 
purposes. For control purposes it is 
better to classify them by function 
and_ responsibility. Order-getting 
costs must, of course, be analyzed in 
connection with the selection of cus- 
tomers and products but these are 
long-range problems requiring con- 
siderable study from many points of 
view. No routine method of cost ac- 
counting can be devised which can 
settle such questions automatically 
and mechanically. Usually all that 
the accounting system needs to do 
for order-getting costs is to provide 
the necessary basic information so 
that each element of cost can be 
studied separately or in whatever 
combinations may be found desirable. 

Cost computations commonly 
known as “‘sharpening the pencil” 


may have great value in connection 
with pricing to the extent that they 
stimulate ingenuity in reducing real 
costs. If they merely stimulate clever- 
ness in obtaining lower figures on 
paper they are likely to degenerate 
into a mere waste of time. They can 
become absurd when they lead to the 
transfer of a less competitive order 
from a more efficient to a less effi- 
cient machine so that a more com- 
petitive order can be run on the more 
eficient machine. While the cost on 
the more efficient machine is doubt- 
less a better guide to a reasonable 
market price, no cost is saved and 
much may be wasted by transferring 
orders from one machine to another. 
The real cost of an order is not so 
much the conventional cost for the 
specific machine on which it happens 
to be run as it is the marginal cost 
for the least efficient machine which 
the acceptance of the order calls into 
operation. 

The larger the individual orders 
or the quantity of product to be sold 
at some one price and the smaller the 
margin above cost, naturally, the 
more need the pricing process will 
have for precision in costs. Even in 
the case of large orders, however, it 
must be remembered that there is al- 
ways a considerable element of ap- 
proximation in indirect costs, espe- 
cially when actual volume differs 
greatly from assumed volume. Also, 
even direct costs may vary between 
the time of quotation and the time 
of manufacture. 

In the case of smaller orders and 
orders with a wider margin above 
cost, the pricing process has less need 
for elaborate precision in cost com- 
putation. A lot of time can be wasted 
in figuring costs to several decimal 
places only for somebody else to de- 
cide whether 10, 20, 30 or some 
other percentage should be added for 
gross profit. If the percentage re- 
flects the pricer’s idea as to the de- 
gree of competition existing, it prob- 
ably is only a very rough guess. If it 
reflects merely the difference between 
the cost and the price obtainable then 
the price must be based on some 
knowledge which would not be 
changed by a more precise cost. It is 








usually possible to prepare tables or 
charts by which prices on individual 
small orders can be determined with- 
out computing the cost of each. 

After all, the function of cost ac- 
counting is not to determine selling 
prices automatically but rather to 
furnish information which will en- 
able management to operate more ef- 
fectively. 


SUMMARY AND CONCLUSION 


We have now reached the point 
where we can see that there is noth- 
ing fixed or inherent in the relation 
of cost to selling price. It will vary 
with efficiency, with the business 
cycle, and according to the nature 
and age of the product. Yet there are 
certain general principles which may 
be summed up as follows: 

The selling price of any product or 
order should cover at least the mar- 
ginal cost which can be saved by not 
making and selling it. Also it should 
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contribute toward paying for the 
joint costs as much more as the mar- 
ket value permits. This contribution, 
however, must not be less than the 
amount which would be contributed 
by any other product or order which 
could be substituted for it. 

Progress and timing also are es- 
sential elements of the cost-price re- 
lation. In many cases the market 
value will not remain the same merely 
because the product remains the 
same. Value is a relationship be- 
tween a product and a society which 
is in many respects progressive. Un- 
less a product is kept in step with the 
times its value will depreciate. 

When a company keeps ahead of 
its competitors in efficiency or when 
as a result of research, invention, or 
enterprise it risks its capital in bring- 
ing out a new or improved product, 
it probably is entitled to and can in 
fact get a substantial margin of sell- 
ing price above current costs. The 
customer is then pleased to have 
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something new and different and is 
more willing than he will be later to 
pay a price which is high in relation 
to cost. Also, when a product is new 
it may be too much of a gamble in 
equipment or require more than the 
available capital to jump into quan- 
tity production at once. 

In the course of time, however, 
more capital will be available or will- 
ing to enter the field, competition 
will increase, and customers will shop 
around for lower prices. Thereafter, 
probably one of three things will 
happen: first, the concern will keep 
ahead of its competitors in reducing 
costs or in improving the value of- 
fered at a given price; second, the 
concern will reduce its price faster 
than its cost, thereby accepting a 
lower margin of profit per unit; or, 
third, the concern will lose its posi- 
tion in the market and in time be 
forced to retire. A business can not 
stand still in a changing world; it must 
ride with progress or be left behind. 
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Training for Controllership Must 
Cover Long Span of Years 


Universities May Assist by Combining Liberal Education with Thorough Training in 
Technical Procedures, Economics, Accounting and Related Subjects—A pprenticeship 
Period Must Follow, with Work in Controllership Divisicon—Paper by J.C. SHUMBERGER. 


AR sighted controllers are giving 

serious thought to the problem of 
training their successors, and to the 
question of what the fundamentals of 
a thorough training for controllership 
should be. This is one of the primary 
objectives of THE CONTROLLERS IN- 
STITUTE OF AMERICA, the correct solu- 
tion of the problem of training men 
for controllership. 

The paper that follows is a note- 
worthy contribution to this discussion. 
It was presented by Major J. CALVIN 
SHUMBERGER of Allentown, Pennsyl- 
vania, who was for twenty years con- 
troller of the Lehigh Portland Cement 
Company, and is now vice-president 
and controller of three newspapers 
published in Allentown, at the annual 
meeting of the American Accounting 
Association held in Detroit on Decem- 
ber 28, 1938. 

Major SHUMBERGER’S audience was 
large, and it paid him a sincere tribute 
of applause at the close of a two-hour 
session, the last hour or more of which 
was devoted to questions and answers, 
and to discussion. 

Collegiate educators and the Con- 
trollers Institute apparently are going 
forward together in a unified program 
which must inevitably result in im- 
proving curricula and in offering wider 
Opportunities than in the past for those 
who would enter the field of controller- 


ship. —THE Epiror. 


When the Controllers Institute of 
America was organized one of its pur- 
poses on which all who were concerned 
were in agreement was that the or- 
ganization should assist in preparing, 
by a suitable course of education, those 
whe wish to follow the calling of con- 
trollership as a life work. 

Its educational aims were to con- 
stitute one of the principal activities 


and objectives of The Institute. It was 
felt that controllers themselves would 
welcome the benefits of joint study of 
controllership problems and _proce- 
dures; it was felt that the ideas of the 
business public generally as to what 
controllership is and what it accom- 
plishes and how, should be clarified, 
and this called for a well formulated 
program of papers, discussions and 
publications. 

The third and perhaps most im- 
portant educational aim of The Insti- 
tute was the devising of courses of 
training which might be followed by 
those who plan to become controllers. 

The Institute created a Committee 
on Education soon after it was organ- 
ized in 1931 and that Committee has 
spent several years in making inquiries 
and preparing a course of action. 

It was not until the spring of 1938 
that a fairly definite program was for- 
mulated and put into operation. This 
program came into existence following 
a meeting of the Committee on Educa- 
tion held on May 7, 1938. Two months 
previous to that meeting letters had 
been addressed to more than one hun- 
dred deans of collegiate schools of 
business, in which suggestions were 
sought concerning ways by which The 
Institute could assist in improving 
courses of instruction available to those 
who wished to prepare themselves for 
work in the field of controllership. 
Suggestions were asked also as to meth- 
ods by which The Institute could be 
helpful in introducing mew courses 
and new material in curricula. These 
letters went out over the signature of 
Mr. John H. MacDonald, chairman of 
the committee. 


INSTITUTE’S EDUCATIONAL PROGRAM 


At the meeting held on May 7 the 
sixty replies which had been received 


up to that time were reviewed. The 
committee was in session for several 
hours and before adjourning agreed 
on these points which should consti- 
tute the principal portion of The In- 
stitute’s educational program: 


1. It would be unwise for The Institute 
to attempt at this time to draft and dis- 
tribute even a tentative proposed curriculum 
for students specializing in controllership. 
It was recognized that this is a task which 
The Institute must undertake ultimately but 
it was felt that for the present The Institute 
should not go on record in this matter. 

2. Any courses in controllership practice 
should emphasize definite fundamentals 
rather than merely techniques and proce- 
dures. Here again, it was felt that The In- 
stitute should not endeavor at this time to 
indicate the organization and content of 
such a course, but rather should confine it- 
self to making available to those interested, 
information regarding such courses. 

3. Publication of articles in THE Con- 
TROLLER and other media. Definite sugges- 
tions were made as to topics, as to media 
and as to possible authors and articles. 

4. Inauguration of a new department in 
“The Controller” to be devoted to articles 
dealing with various practical problems 
with which controllers are faced in their 
daily work. 

5. It is not necessary for The Institute 
to make a survey to determine the number 
or proportion of students going into public 
as contrasted with private accounting work. 

6. Full cooperation should be extended 
to the American Accounting Association. 


In June, 1938, The Institute’s Com- 
mittee on Education reported its 
tentative program to the deans of col- 
legiate schools of business who had re- 
plied to the initial inquiry dated March 
9. Practically every dean who replied 
to the letters of The Institute’s com- 
mittee referred specifically to the de- 
sirability of The Institute making avail- 
able to collegiate schools of business 
throughout the country, practical prob- 
lem material for inclusion in their 
courses of instruction. The supplying 

(Please turn to page 26) 
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MODEL J COMPTOMETER 


Back in 1907, the growing meat-packing 
firm of Swift & Company purchased its 
first Comptometer. Today, more than a 
thousand Comptometers handle the bulk 
of Swift & Company’s voluminous figure 
wortk—not only at the general offices in 
Chicago, but at their 50 packing plants, 
more than 250 branches, and at dozens of 
dairy and poultry plants, refineries, oil 
mills and fertilizer plants scattered from 


coast to coast. 


In many of these Swift & Company 
“outposts,” a single Comptometer handles 
ALL the figure work involved. The amaz- 
ing flexibility and adaptability of this ma- 
chine make it ideal where one unit must 
meet all types of figure problems. 


In the larger Swift & Company estab- 
lishments, both Model J and Electrical 
Model K Comptometers are applied to 
such work as billing, payroll, costs, general 
accounting and statistics. 


For a revealing demonstration of 
**Comptometer economy” in regard to 
your own problems, telephone your local 
Comptometer representative. Or write 
direct to Felt & Tarrant Mfg. Co., 
1734 N. Paulina St., Chicago, IIl. 


COMPTOMETER 


Reg. U. S, Pat. Off. 






Porterhouse steak—on the hoof. Ability to select fine beef-steers is the talent 
of this Swift @ Company cattle buyer. Riding from pen to pen, he 


is always conscious of high Swift & Company standards. Here he 
bargains for a plump Hereford, destined for a sizzling platter. 





The daily payroll of 4000 Swift & Company employees working on “stand- 
ards” is figured by these operators. Each day’s payroll must be ready 
for posting by noon of next day, and the work involves addition, 
multiplication, division and subtraction. Swift @ Company has found 
Comptometers to be the most economical machine for this job. 











Training for Controllership 

(Continued from page 24) 
of such material seems to constitute in 
the minds of the deans the principal 
contribution that controllers can make 
at the moment to the building of more 
satisfactory courses of instruction than 
those which are available today. 


AFTER FORMAL EDUCATION, WHAT? 


In every discussion which controllers 
have had in their committee meetings, 
sessions of the Board of Directors and 
in other informal gatherings in which 
the subject of training the next gener- 
ation of controllers has been treated, 
the fact has been pointed out that 
there must be a considerable gap be- 
tween the conclusion of a candidate’s 
formal education and the time when 
he could reasonably hope and expect to 
assume the duties of a controller, even 
of a small company. 

That gap, controllers generally be- 
lieve, should be used for the purpose 
of acquiring practical experience by 
working in the controllership divisions 
of businesses, large and small. 

The position of controller, most of 
the men in this field agree, is one 
which may be attained only after a 
wide range of experience in business 
management, finance, economics, ac- 
counting and other related lines of 
endeavor. The position of controller 
is one which usually is filled by a man 
of advanced years—at least forty or 
more. The experience of The Con- 
trollers Institute of America has been 
that very few men attain the position 
of controller in their thirties. It is self- 
evident, then, that young men who 
have controllership in view as their ul- 
timate goal must use the time between 
graduation from a university—perhaps 
in their early twenties—and their late 
thirties or early forties in obtaining 
practical experience and possibly in 
continuing their studies. 


UNIVERSITIES Must Lay 

GROUNDWORK 
The task of the universities Seems to 
be to lay the proper groundwork, in- 
cluding most of the elements of a lib- 
eral education and as much practical 
material as can conveniently be pre- 

sented in the time allotted. 
Technical training in accounting, fi- 


The Controller, January, 1939 


hance, taxes, economics, business man- 
agement, auditing, insurance, budget- 
ing and many other related subjects 
must be regarded as fundamental. The 
second and more important objective 
of training for controllership may be 
described as administrative, and repre- 
sents the responsibilities of controllers 
to the owners of a business, to manage- 
ment, and to the public generally as 
embodied in the government. 

It is recognized by The Institute that 
the difficulty which has been pointed 
out, namely the gap between the close 
of the formal education period and the 
ripened years which must be attained 
by a candidate for controllership before 
he can realize his goal, have prevented 
the establishment by institutions of 
learning generally of courses which 
they can honestly announce as leading 
directly to controllership. There have 
been scattered attempts to prepare and 
offer courses of training for controller- 
ship. These might well be adapted for 
men of advanced years who wish to 
perfect themselves in their controller- 
ship work, but to the young man who 
is preparing himself for a career it 
should be made plain that even though 
he completes a so-called course in con- 
trollership, it will be years before he 
can hope to become a controller. The 
intervening years, he must be told, 
must be spent in preparatory work and 
in gradual advancement through the 
controllership division of a business 
concern. 


BusINESSs MEN Hazy CONCERNING 
CONTROLLERSHIP 

The controllership function itself is 
somewhat hazy in the minds not only 
of business but of educators. It is 
pointed out that the functions of a 
controller have not been sufficiently 
impressed on business executives and 
educators to make it possible for them 
to point to any one set of duties, re- 
sponsibilities, and procedures and to 
say that these, and these alone, consti- 
tute the functions of controllership. 

There are so many different setups 
in various companies, so many different 
combinations of duties have been as- 
signed to controllers, and there are 
such wide variations in the extent of 
the responsibilities and authority con- 








ferred on controllers, that much work 
must be done before the duties, re- 
sponsibilities and authority can be 
standardized and coordinated and im- 
planted firmly in accepted business 
procedure. 

Much has been accomplished along 
these lines by The Controllers Institute 
of America. The defining of those 
functions was one of the first activi- 
ties undertaken by The Institute. So 
loosely has controllership been grow- 
ing that even to-day many companies 
which would normally be expected, 
because of their size, to employ con- 
trollers, do not do so but assign what 
are usually regarded as controllership 
functions to persons with other titles, 
such as treasurer, assistant treasurer, or 
even secretary or assistant secretary. 
One of the forward steps which The 
Controllers Institute of America hopes 
to see taken by business generally is 
the conferring of the title of controller 
on those who perform those duties, to- 
gether with suitable responsibility and 
authority. 

The Controllers Institute of America 
now has a very specific definition of 
the duties and responsibilities of a con- 
troller which was formulated after 
many months of study and of contact 
with hundreds of companies. 


Two KINDs OF TRAINING 


Training for controllership has been 
of two kinds heretofore: 

1. Through apprenticeship in the con- 
troller’s division of a business, and 

2. Through work as public accountants. 


It is a fact that many men now hold- 
ing positions as controllers came to 
them from the ranks of public account- 
ants. Controllers with that background 
put great emphasis on their account- 
ing and auditing functions. On the 
other hand men who have come up to 
controllership positions after serving 
a long apprenticeship in the control- 
ler’s division, generally have a wide 
conception of the responsibilities of a 
controller over and above those of 
auditing and accounting. 

Public accountants have been drafted 
into positions as controllers principally 
because of a lack of men trained even 
in accounting and auditing work who 

(Please turn to page 28) 
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Announcing 


—to the Accountancy Profession— 


ADVANCED ACCOUNTING and C.P.A. 


for senior and junior members of public ac- 








counting firms—graduates of university schools 

® of accountancy—cost accountants—chief ac- & 
countants—auditors—comptrollers and C.P.A. 
examination entrants previously failing in cer- 


tain subjects. 


HIS is one of the most important 
announcements LaSalle has ever 
made regarding a new course. It cul- 
minates some two years’ work by our 
Educational Department; and _ before 
presenting it, our Higher Accountancy 
research staff made an intensive study 
of accountancy examinations over the 
past ten years. 

C.P.A. examinations have so funda- 
mentally changed in character, and in 
the knowledge required for successful 
passing—and in dealing with the many 
new, intricate problems of taxation, 
consolidated reports, depreciation, cor- 
porate procedure, law, etc., this same 
knowledge is so definitely required by 
the practicing accountant—that the 
new training will prove equally valuable 
to all advanced accountants, auditors, 
cost accountants, examiners, efficiency 
men and industrial engineers. 

Very materially broadening the scope 
of our former Coaching course, it takes 
form in four main divisions, with text 
material and service, as follows: (1) 
Coaching in Accounting Theory and 
Practice; (2) Coaching in Auditing; 
(3) Coaching in Commercial Law; and 
(4) Coaching in Federal Income Tax 
Procedure. 









Qualified enrolling accountants will 
also receive, as supplemental material 
for review of basic theory and practice, 
(A) the complete LaSalle Higher Ac- 
countancy Text Books and Reference 
Library; (B) Special Lectures, including 
thorough discussions of the Social Secu- 
rity Act and its administration, the 
Robinson-Patman Act, ete.; (C) Con- 
sultation Service: an unrestricted privi- 
lege of direct correspondence with 
C.P.A. staff members on personal prob- 
lems relating to the C.P.A. examination, 
and other accounting and_ business 
problems. 

Since this new course will continue to 
be offered, without extra cost, as a post- 
graduate elective to those who enroll 
for our complete Higher Accountancy 
course—it adds to the latter new values 
without price advance. Having been 
thoroughly tested and proven in our 
Resident School of Accountancy, ‘‘Ad- 
vanced Accounting and C.P.A. Review”’ 
has the advantage of subject-matter 
organized from the standpoint of ac- 
counting needs, and training methods 
that fully accommodate the learning 
capacity of the student. 


For detailed information, kindly address Dept. H-171 


LaSalle Extension University 


A Correspondence Institution 


4101 So. Michigan Avenue 


Chicago, Ill. 




















REVIEW 

















28 


Training for Controllership 

(Continued from page 26) 
might be expected to shoulder success- 
fully the other heavy responsibilities 
of a controller. It is regarded as very 
desirable that men who go into con- 
trollership work should be trained spe- 
cifically for it, with special preparation 
in many subjects other than accounting 
and auditing. 

It might be pointed out that there 
are many companies which do not have 
an officer or employee with the title of 
controller, and there seem to be many 
openings in this field for men who 
have been trained properly and spe- 
cifically for it. While the top posi- 
tions in the controllership field are 
comparatively few—that is controllers 
of companies of millions of dollars in 
size—there seem to be many openings 
as controllers of companies of lesser 
size, as well as openings for men who 
would rank as assistant controllers. — 

It is a fertile field. The two prin- 
cipal problems seem to be, obtaining 
the proper material for inclusion in 
controllership courses, and making 
proper provision for an apprenticeship 
training after the formal education has 
been completed. 

The Controllers Institute of America 
desires to be of whatever help it can 
to the American Accounting Associ- 
ation and to collegiate schools of busi- 
néss generally in their approach to 
their handling of this subject. 


AUTHORITY NECESSARY FOR 
EFFECTIVE SERVICE 


You have just listened to a brief 
review of the basic accomplishments of 
The Controllers Institute of America, 
so far as its educational and what 
might be termed its professional ac- 
tivities are concerned, in the few years 
of its existence thus far. It is well to 
keep in mind that at this date compar- 
atively few controllers in name carry 
the required authority which The Con- 
trollers Institute advocates for fully ef- 
fective service to their employers. 

You have learned to-night that many 
of our controllers of the very large cor- 
porations were selected from the pub- 
lic accounting profession. 

While I am speaking to-night it 
might not be amiss for you to examine 
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the university professor. Many of our 
professors of to-day received ample 
practical experience before entering 
college. 

We assume that the college man 
trained through the public schools to 
the University status is good material 
for advancement to controllership. 

Before we go further into required 
qualities, let us recall the fact that some 
qualities can not be bought. In wood 
you can buy strength. Strength of 
character can not be bought, but it adds 
polish and together they carry convic- 
tion. You can not buy honesty, honor 
or integrity, but they form the very 
base of a trusted controller. He must 
also be clear in his thinking, far- 
sighted, precise, and definite. Should 
you, at the conclusion of his course, be 
able to pick up such a man, you could 
well recommend him for assistant con- 
troller. 

May I remind you that West Point 
with all of its rigorous, exacting, even 
grinding military training does not 
graduate its men as major generals, but 
they do see that they are lieutenants, 
that generalship lies with the young 
man himself, potentially speaking. So 
the university it seems to me can not 
turn out full fledged controllers—it 
can see that those young men are of the 
highest type and well grounded in 
economics and the liberal arts—and 
men capable of becoming controllers. 


PRACTICAL MIND Must BLEND WITH 
THEORY 


Businesses are too varied and too in- 
dividually different in structure for any 
one hard and fast rule to be applied. 
But that is where the practical mind 
must blend with the theory. If a young 
man is fond of machines his develop- 
ment should be in the line of manu- 
facturing; if he has had practical ex- 
perience in banking, and liked it before 
completing his schooling, then by all 
means his further development should 
be in banking cirtles. Each class is too 
vast for a human being to do other 
than master the one he enjoys. Do not 
forget that a controller is confronted 
with hundreds of new problems that 
have never been printed, which have 
not as yet reached the text books. 

The future controller should as soon 


as possible secure monthly national 
periodicals on law, taxes, economy, and 
psychology, and keep up to date in all 
of the subjects of which he is master. 
Having gleaned thus far it is necessary 
that he now husband his resources so 
as to enjoy them when needed. The 
controller is the militant head of the 
corporation, the contact man, the man 
to defend his company in the interest 
of its stockholders or owners, when- 
ever and wherever required. 

Industry and finance need control- 
lers who can not only make proper and 
convincing records but who can do the 
still more important thing, prove all 
their records. 

When the by-laws of his company 
provide for a controller as an officer, 
his allegiance then can be to the 
stockholders through the board of di- 
rectors. The president will welcome a 
true and competent controller who will 
afford him at all times the vital in- 
formation he must have to meet com- 
petition, and to insure security and 
success. 

Today, the volume in large enter- 
prises has increased to such an enor- 
mous degree that a president, vice- 
president, or controller can no longer 
carry the required detail in his memory. 
That is the reason for adherence to 
our systems of bookkeeping, and sta- 
tistical records, which now have grown 
so voluminous that graphics are em- 
ployed for quick service. 

Do you not agree with me that the 
business schools and universities have 
something very fine to sell? It is also 
true that the big business man, who 
is honest, yearns for the kind of a 
man you and I are talking about, but 
he needs your help to find him. The 
two should be brought together through 
your agency. 

The federal and local governments 
are abusing business today trying to 
prove business figures to be correct. 
This is your job and mine, to prove 
to business and the government that 
it can be done, and that as far as pos- 
sible it can and should be done by 
business, and not by the government. 

As soon as business and the govern- 
ment work together for true records, 


(Please turn to page 30) 
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Gave Time; Save Taxes - Now and All Through the Year! 


with MONTGOMERY ’S two new 


Tax Handbooks tor 1938-39: 


l FEDERAL INCOME TAX HANDBOOK 


corporate and individual income taxes; capital stock tax; excess profits tax; taxes on undis- 


tributed profits; stamp taxes on issue and transfer of stocks and bonds. 


1,260 pages, s I 0 


2 Federal Taxes on ESTATES, TRUSTS, and GIFTS 


estate taxes; gift taxes, income tax as it affects estates and trusts; minimizing taxes in plan- 


ning disposition of estates. 


N the Revenue Act of 1938, are dozens of new provisions 

to which you are having to adjust your tax work. 

Few more complicated provisions have ever been enacted 
in a tax law than the new corporation income tax. The new 
capital gain and loss provisions affect almost every taxpayer. 
You will find just the information you want about these, 
about the new treatment of losses from worthless securities, 
and many other provisions of the new law which call for 
action if you are to make tax savings or prevent excessive 


tax liability. 


Get This Famous All-Year Help 
Under the new law, it is more important than ever for 
taxpayers and their counsel to consider options permitted; 
and to exercise the option in any particular transaction or 
accounting method which results in the minimum tax. Mont- 
gomery’s new Tax Handbooks help you take the initiative 
confidently in all matters involving policy and planning; to 
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FEDERAL TAX 
PRACTICE 


Prepared with the assistance of J. Marvin Haynes, 
C. J. McGuire, W. C. Magathan, Members of the 
District of Columbia Bar, and James O. Wynn, 
Member of the New York and District of Colum- 
bia Bars 
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before such bodies—and when to act. Explains latest 
legal and accounting requirements to be observed, in- famous 
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ing from the start that accounts and records involved 
are properly prepared and presented. 
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By a Nationally Known Authority 


ROBERT H. MONTGOMERY 


Counsellor-at-Law; C.P.A.; of Lybrand, Ross Bros. and 
Montgomery. Author also of “Auditing.” 


—with a staff of Legal and Accounting Specialists. 
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Everything in One Place 
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research for you. They have interpreted the new law—to- 
gether with the reams of cases, rulings, and decisions—into 
short, decisive, final recommendations of what to do—now 
and the year through. 


Order Your Copies Now! 
Financial officers all over the country 
use these great Handbooks year after 
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The Securities and Exchange Com- 
mission has announced the issuance of 
two additional opinions in its Account- 
ing Series. 

The first deals with the 
sheet presentation of preferred or other 
senior classes of capital stock having 
preferences on involuntary liquidation 
in excess of the par or stated value.” 
The opinion, prepared by William W. 
Werntz, the chief accountant, in re- 
sponse to an inquiry, follows: 


“balance 


“Inquiry has been made with respect to 
the proper presentation in statements filed 
with the Commission of preferred or 
other senior classes of capital stock hav- 
ing preferences on involuntary liquida- 
tion in excess of the par or stated value. 
In such cases the method of presentation 
is of importance in order to reflect fully 
and adequately the equities of the various 
classes of stockholders, and to indicate 
the status of surplus particularly from a 
dividend standpoint. 

“As required by the regulations of the 
Commission there should be set forth in 
the balance sheet for each class of stock 
(1) the number of shares (a) authorized 
and (b) outstanding; (2) the par value 
per share or, if no par value, the stated 
or assigned value per share, if any; and 
(3) the aggregate capital stock liability 
thereof. In addition, it is my opinion that 
in the case of preferred stock the prefer- 
ences on involuntary liquidation if other 
than the par or stated value, and the 
dividends in arrears, if any, should be 
shown (preferably in the balance sheet) 
both per share and in the aggregate for 
each class of such stock. 

“As a means of further disclosure when 
the excess involved is significant there 
should be shown in the balance sheet or 
in footnotes thereto (1) the difference 
between the aggregate preference on in- 
voluntary liquidation and the aggregate 
par or stated value; (2) a statement that 
this difference, plus any arrears in divi- 
dends, exceeds the sum of the par or 
stated value of the junior capital and the 
surplus, if such is the case; and (3) a 
statement as to the existence of any re- 
strictions upon surplus growing out of 
the fact that upon involuntary liquida- 
tion the preference of the preferred stock 
exceeds its par or stated value.” 


The Securities and Exchange Com- 
mission also issued the following state- 





Two Additional Accounting Opinions 
Issued by Securities Commission 


ment of administrative policy in con- 
nection with the problem discussed in 
the above opinion, which is opinion 
number 9 in its series: 


“In addition to requiring disclosure of 
the pertinent facts outlined in the above 
opinion, it is the administrative policy 
of the Commission when the excess in- 
volved is significant to require as a means 
of further disclosure that there be filed 
as an exhibit an opinion of counsel as to 
whether there are any restrictions upon 
surplus by reason of the difference be- 
tween the preference of the preferred 
stock on involuntary liquidation and its 
par or stated value and also as to any 
remedies available to security holders be- 
fore or after the payment of any divi- 
dend that would reduce surplus to an 
amount less than the amount by which 
the aggregate preference of such stock on 
involuntary liquidation exceeds its aggre- 
gate par or stated value. Such opinion of 
counsel should set forth any applicable 
constitutional and statutory provisions 
and should refer to any decisions which, 
in the opinion of counsel, are control- 
ling.” 


The second of the opinions issued 
on December 23, 1938, by the Commis- 
sion is number 10 in its series. It has 
to do with the proper treatment of un- 
amortized bond discount and expense 
applicable to bonds which, prior to 
maturity, have been retired out of the 
proceeds of a sale of capital. The opin- 
ion, prepared by William W. Werntz, 
Chief Accountant, follows: 


“The question has frequently been 
raised as to the proper treatment to be 
accorded unamortized debt discount and 
expense applicable to bonds which, prior 
to maturity, have been retired by the use 
of funds derived from the sale of capital 
stock. As generally presented, the inquiry 
relates to the propriety of carrying such 
unamortized debt discount and expense as 
a deferred charge and amortizing it over 
the remaining portion of the original 
life of the retired bonds. 

“While it may be permissible to retain 
on the books and amortize any balance 
of discount and expense applicable to 
bonds refunded by other evidences of 
indebtedness, similar treatment is not or- 
dinarily acceptable, in my opinion, when 
funds used to retire the existing bonds 





are derived from the sale of capital stock. 
In such cases it is my opinion that, as a 
general rule, sound and generally ac- 
cepted accounting principles and practice 
require that the unamortized balance of 
the debt discount and expense applicable 
to the retired bonds should be written 
off by a charge to earnings or earned 
surplus, as appropriate, in the accounting 
period within which the bonds were re- 
tired.” 


Training for Controllership 
(Continued from page 28) 
the stockholder will be protected and 
taxes will be tremendously reduced. 

I know many of you fine professors. 
You are not all theorists without prac- 
tical experience. Some of the outstand- 
ing men in this room to-night swung 
the sledge in the quarry, helped to 
build houses, bridges and highways, 
worked in factories and on the farms, 
to obtain a higher education. Big 
business needs honest men, qualified 
and up to date; men who when given 
full authority can and will control. 
Such a man is a controller, and your 
part in training such men and in mak- 
ing ther ready for the business world 
is important and far reaching. 


Hon. A. A. Berle, Jr., To 
Address New York City Control 

Honorable A. A. Berle, Jr., assistant 
secretary of state, and the only honorary 
member of The Controllers Institute of 
America, will address a meeting in 
New York City, on February 5, which 
is now being arranged by the New York 
City Control. His subject will be, ‘‘Re- 
adaptation of Business Mechanism.” 
Indications are that this will be a largely 
attended meeting. 
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Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 
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ment, inventory or payrolls, general ledger or ac- 
counts payable. 





MODEL 490-45. Posts original customer’s ledger AND 
statement, original voucher AND accounts payable 
ledger or other applications, in one operation. 





MODEL 890-4J. Posts customer’s ledger AND state- 
ment simultaneously through an exclusive dual print- 
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simultaneously, no carbons, all originals. 
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Rand Dalton keyboard takes figures as you read them, arranges them 
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And the result is mechanical accuracy. Dates are automatically en- 
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Information Required In New Proxy 
Called Repetitious and Confusing 


Task of Preparation Not One for Controller Primarily, But for Secretary 
and Legal Counsel—Principal Objections to New Forms Summarized— 
Most Companies Planning to Do Their Best to Comply, Regardless of Cost. 


Preparation of proxy forms for 
stockholders’ meetings under the new 
regulations prescribed by the Securities 
and Exchange Commission seems to 
be a matter to be handled by corpora- 
tion secretaries, in collaboration with 
their attorneys. It is not specifically a 
task for the controller, except when the 
controller is also secretary of the corpo- 
ration. Frequently the controller is 
brought into the matter by the need 
for financial accounting information, 
reports, statements, and statistics. 

Owing to the fact that corporation 
secretaries have no organization of 
their own, and so are not in a position 
to exchange information and to discuss 
the many problems presented by these 
new regulations, many requests were 
made of The Controllers Institute of 
America that it conduct a study of the 
regulations and obtain the views and 
comments of corporation officers con- 
cerning them, and with respect to the 
best means of complying with them, at 
least expense. There was a thought, 
too, that representations might be made 
by The Institute to the Securities and 
Exchange Commission concerning some 
of the more burdensome provisions of 
the regulations, in the belief that they 
might be modified by the commission. 

The Controllers Institute of Amer- 
ica is not making representations to 
the commission with respect to the reg- 
ulations. It presents here the results 
of an inquiry which it made, including 
the principal objections made to the 
new proxy regulations, and the sug- 
gestions received as to how the regula- 
tions might be amended, to make them 
more workable without reducing their 
effectiveness. 

One effect of the new requirements 
undoubtedly will be that corporations 
will present to their stockholders only 
the items required by law, their char- 


ters and by-laws; and the number of 
items on which approval by stockhold- 
ers will be asked will be reduced ma- 
terially. 

Many controllers wrote that their 
companies have no quarrel with the 
principle that stockholders should be 
as fully informed as possible concern- 
ing the affairs of their companies, but 
they have some doubts that the new 
rules accomplish this purpose. They 
question the appropriateness and desir- 
ability of the new rules, from the 
standpoint of practicality. 

The principal comments received are 
summarized here: 


Comments 


Considerable additional expense is in- 
volved. 


The new proxy forms and statements 
are too comprehensive, and burdensome. 


The benefits to shareholders are ques- 
tioned. 


The practicality of the new procedure 
is questioned. 


The information that is required is 
repetitious. 


Stockholders are too apathetic to wade 
through the mass of information required. 


Managements may be “frozen” and per- 
petuated as they exist today, as it may not 
be possible to conduct meetings and 
elections. This is exactly the opposite of 
what the commission seems to desire. 


Disclosure of some of the information 
required may be embarrassing to a di- 
rector and materially reduce his effective- 
ness and value to his company. 


Literal interpretation of the new rules 
may make it unnecessary to hold a meet- 
ing. The voting could all be done by 
mail. 


Sufficient protection for the stockhold- 
ers was afforded by the regulations which 
the present ones have replaced. 


The new rules constitute a further en- 
croachment on corporate management. 


Additional Comments 


It is most unfortunate that all of us 
have to pay such a terrific price for the 
isolated irregularities that have been dis- 
covered as a result of management in cor- 
porations in days gone by. 


It seems particularly pitiful to submit 
such information to stockholders, nine out 
ten of whom would not understand it and 
would not be able to interpret it properly. 


These new rules give many stockholders 
a perfect excuse to refuse to send proxies 
covering perfectly legitimate transactions 
and are thus putting corporations to the 
added expense of further solicitation in 
order to make sure that enough proxies are 
obtained in order to conduct the company’s 
business in accordance with the statutory 
regulations in the state in which incorpo- 
rated. 


The new proxy rules burden corporations 
with needless trouble and expense, by re- 
quiring the furnishing of a great mass of 
information unsolicited and often undesired 
by stockholders—information which is al- 
ready available on public records and which 
corporations are willing to furnish to any 
stockholder who requests it. The proxy 
rules as originally promulgated were sufh- 
cient for the general purposes sought by 
the Commission. The most that should have 
been done would be to require registered 
corporations to furnish to any stockholder 
requesting it, any of the items of informa- 
tion listed in the new Schedule 14A. 


The requirement that the statutory law 
relating to rights of dissenting stockholders 
be quoted or summarized in the proxy state- 
ment appears to be almost a solicitation 
for claims by unscrupulous persons who 
are interested in profiting on the nuisance 
value of such claims. 


Practically all large companies endeavor 
to keep the printing, mailing and handling 
cost of proxy solicitation at a minimum. 
The actual results of the new rules are to 
increase this expense substantially and to 
require a statement of this expense. 
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Rule 3 which requires material to be 
printed in type “not smaller than 10-point 
Roman, at least 2-point leaded” may elimi- 
nate the post-card form of proxy, whereas 
8-point type is clearly legible and permits 
the use of postal cards. This requirement 
would increase by from $1,500 to $2,000 
the printing, postage and handling cost 
of proxies in our Jast approved form, with- 
out adding anything to legibility. The post- 
card form can be used if the wording of 
the proxy is curtailed considerably. How- 
ever, this will meet with disfavor on the 
part of counsel in many cases, and tend 
to broaden the power granted—a result 
wholly contrary to the Commission’s de- 
sires. 

The unnecessary emphasis placed upon 
the re-publication of the security holdings 
and salaries of nominees for directors will 
stir up prejudices and evoke hostility in a 
number of stockholders who otherwise 
would be willing to sign and return their 
proxies. This information might better be 
furnished to those who are sufficiently in- 
terested to request it, rather than be forced 
upon all indiscriminately. 


It does not seem that those who have 
been receiving reports of the company as 
stockholders need this detail in determin- 
ing the desirability of the recommenda- 
tions made by the board of directors of 
the company. 
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If a company proposed to authorize se- 
curities to be offered pro rata to its share- 
holders, to send this detailed financial in- 
formation before action is taken by the 
stockholders, and also in the prospectus 
accompanying the offering when made, 
amounts to a duplication thereof. 


It appears that, by reason of time elaps- 
ing between the call of the stockholders’ 
meeting and the filing of the registration 
statement, two sets of figures and what 
may amount to a double audit may be 
necessary. 


The detailed information required in con- 
nection with the election of directors or 
other officials may well go beyond the needs 
of the situation. 


It is possible that companies might lose 
the benefit of the advice of some desirable 
members of their directorates, who might 
prefer not to have stated so broadly the 
amount of their security interest. 


When information to stockholders is too 
detailed and voluminous in character, the 
information loses in its informative effect. 


There is a point of diminishing return in 
the beneficial effect of detailed information 
to stockholders. If companies are required 
to accompany proxy statements with in- 
formation which is too complex or too de- 
tailed, the result will be that the stock- 
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holders simply will not wade through the 
proxy statements. 


The required information concerning 
“beneficially owned” stock and the new 
element of “associated interests’ are items 
which will not be of major interest to stock- 
holders in most companies. 


Suggestion 


Omit voluminous parts of the informa- 
tion now required in the proxy statement, 
and permit filing of such material with the 
Securities and Exchange Commission and 
the Stock Exchange, with reference in proxy 
form to such material. This would relieve 
the corporation of sending thousands of 
volumes to persons who pay little attention 
to same and at the same time would give 
ample publicity to the information. Such 
publicity would be communicated to the 
security holders through their brokers, in- 
vestment counselors and other advisors. 


Many controllers wrote that, al- 
though preparation of the new form 
of proxy entails extra work and ex- 
pense, their companies are planning to 
do the best they can to comply with the 
new regulations, with the aid of coun- 
sel. 
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Opportunities for Accounting- 
Trained Young Men 


By RoscoE SEYBOLD 


President, Controllers Institute of America 


HE article that follows was writ- 
i by President Roscoe Seybold 
for “The Accounting Forum,” the 
publication of the Accounting Society 
of the School of Business and Civic 
Administration of the College of the 
City of New York. It is reprinted here 
by permission of the editor of that 


publication. 
—THE EpITor. 


The opportunities available to the 
accounting trained young man in pri- 
vate industry have increased materially 
during the last decade. Modern ag- 
gressive management requires knowl- 
edge of the results of operations which 
it can get only through intelligent pres- 
entations in the form of statistical re- 
ports, profit and loss statements, and 
balance sheets. 

Competition in industry is such that 
only those companies having aggressive 
managements succeed. Financial papers 
are full of reports of companies which 
have failed. Many of these probably 
would still be profitable operating com- 
panies had they been supported by ac- 
counting departments that presented 
constructive and helpful financial sta- 
tistics and reports that can be obtained 
only through proper accounting meth- 
ods. 

Budgetary control of operations is 
a relatively recent development as a 
tool of management, and is either pre- 
pared and administered by the account- 
ing department or is based on data and 
information coming from accountants. 

Federal and state legislation of re- 
cent years has placed added responsi- 
bilities on the accounting operations of 
industry. The Securities Act of 1933, 
the Securities Exchange Act of 1934, 
the Social Security Acts, both federal 
and state, the Vinson Profit Limitation 
Act, Walsh-Healey Act, Revenue Acts 
of these latter years, and the more re- 
cent Fair Labor Standards Act, or 


all mean 





Wage and Hour Law 
greater and more detailed accounting 
and statistical records and reports. 


GOVERNMENT, Too, NEEDS 
ACCOUNTANTS 

The government agencies adminis- 
tering these Acts likewise have need 
for accounting trained men. They are 
required to lay out plans and issue reg- 
ulations based on accounting determi- 
nations. They must have the person- 
nel to audit the records of industry to 
assure their compliance. They must 
have the organization, especially under 
the Social Security Acts, to maintain 
the records and make disbursements to 
the aged and unemployed. 

The accounting trained man _ has 
other possibilities than purely account- 
ing. He has acquired the fundamentals 
of finance and accounting, so impor- 
tant in the qualifications of a manager 
or executive. He is analytical in his 
reading of financial, statistical, and 
general business reports and statements, 
which is particularly valuable in con- 
nection with the work of sales re- 
search, treasury, purchasing, and works 
management departments. 

Just as in the case of the student in 
engineering, sales, law, medicine, or 
other professional schools, the tech- 
nical training obtained in the account- 
ing course is only the beginning, and 
he who seeks a successful career in 
private industry accounting must pass 
through that apprenticeship period in 
which he will apply those principles 
learned in the classroom, and possibly 
will find that he scarcely recognizes 
these principles in their actual applica- 
tion. Each industry has its own par- 
ticular accounting problems and the 
newcomer must have experience in all 
phases of the operation in order to un- 
derstand the inter-departmental func- 
tioning. 





ACCOUNTANT Has EXPANDED 


Industry has passed through the pe- 
riod when the accountant was a mere 
bookkeeper with the hardboiled atti- 
tude usual with one who considers cold 
figures as the alpha and omega. He 
must have an understanding of the 
other fellow’s problems. He must 
have personality. He must recognize 
relative values. And, above all, he 
must have good common horse sense. 
When a graduate is interviewed for 
prospective employment, emphasis is 
placed not only on the technical stand- 
ing as measured by his classroom rec- 
ords, but also on his personality, initi- 
ative, personal appearance, humor, and 
his keenness of purpose. 

There are thousands and thousands 
of corporations—manufacturing, dis- 
tributing, banking, utilities, transporta- 
tion, construction, entertainment, com- 
munication, foods, packing, education, 
religious, and the like, that necessarily 
have their accounting departments, em- 
ploying from one or two to thousands 
of persons doing accounting work. A 
large percentage of these employees in 
the larger corporations are clerks, but 
in each instance there are opportuni- 
ties for the accountant who has the ini- 
tiative and stamina to go ahead and 
the will to do. Frequently the tech- 
nically sufficient employee will fail be- 
cause he does not have the determina- 
tion and the will power to learn to do 
the task before him in an effective way. 
Competition among aggressive account- 
ants in industry is keen but clean. To 
reach the top in an organization re- 
quires humility, midnight oil, and hard 
work, and, above all, soundness in 
principle and honesty to one’s self and 
employer. 

As in all professions, the start in in- 
dustry accounting may be discouraging 
both as to character of work and re- 
muneration. One may be a pencil 
pushing clerk or a timekeeper, but this 
serves its purpose of testing one’s met- 
tle. The pay may be merely enough 
for subsistence, but at that is probably 
more than one’s real value to his em- 
ployer; and do not forget, the em- 
ployee will still be learning the ways 
of work and preparing himself soundly 
for the more interesting future. 
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BOOK REVIEWS 








FEDERAL INCOME TAX HANDBOOK 


1938-1939, 1275 pp., $10.00; and FED- 


ERAL TAXES ON ESTATES, TRUSTS 
AND GIFTS, 1938-1939, 525 pp., $7.50; 
both by Robert H. Montgomery. Combina- 
tion price $15.00. 

The Income Tax Handbook requires no 
introduction to controllers. The author 
thinks the 1938 law is not as bad as the 
1936 law but that it is twice as long and 
ten times as complicated as the 1918 law, 
barring only the war-profits and excess- 
profits tax provisions. ‘What this country 
really needs is a nonpartisan commission to 
sit down, for several years if necessary, and 
revamp the entire tax structure so that the 
business man will stand some chance of 
making some sense out of it.” 

“Federal Taxes on Estates, Trusts and 
Gifts” is divided into four parts, (1) The 
Income Tax on Estates and Trusts, (2) 
The Estate Tax, (3) the Gift Tax, and (4) 
Methods of Estate Distribution. 

Some so-called trusts are treated like 
corporations for tax purposes; common 
trust funds are treated like partnerships. 
Fiduciaries for income tax purposes are di- 
vided into two groups: (1) legally capable 
persons acting as representatives of legally 
incapable persons or corporations (e.g., in- 
fants, lunatics, bankrupts) who file tax re- 
turns in the name of the latter; and (2) 
persons who have been vested by will or 
trust agreement with titular control of an 
estate or trust which can be taxed as a 
separate entity and the income from which 
they will eventually be required to dis- 
tribute to others. Ordinarily, this income is 
taxed to the fiduciary if held or accumulated 
and to the beneficiary if currently distrib- 
uted. Chapters (1) and (2) deal with In- 
come and Deductions of Fiduciaries, (3) 
Income and Deductions of Beneficiaries, 
(4) Revocable Trusts, Trusts for Benefit of 
Grantor and Employees’ Trusts, and (5) 
Credits and Exemptions, Returns and Ad- 
ministrative Provisions. 

The estate tax is imposed on the transfer 
at death of the net estate (gross estate 
minus $40,000 and certain expenses, claims, 
and charitable bequests) at rates beginning 
with 2% on the first $10,000 and graduat- 
ing to 70% on the excess over $50,000,000. 
State death taxes can be deducted up to 
80% of what the tax would be if figured at 
the lower 1926 rates. Real estate outside 
the United States is excluded from the gross 
estate. Chapter (6) gives the History of 
the Tax Rate Structure, (7), (8) and (9) 
Gross Estate, Valuation of Property In- 
cluded, and Deductions from Gross Estate 
of Residents and Citizens, (10) Estates of 
Non-Resident Alien Decedents, and (11) 
Administration of Estate Tax. Among the 
subjects discussed are personal holding 

companies, joint tenancies and tenancies in 
common, transfers in contemplation of 
death or to take effect after death, and 
reservations of rights in connection there- 
with, and various features of insurance 
policies. 

The gift tax is explained in Chapters 12 


and 13. It is imposed (at graduated rates 
of about 75% of the death tax rates) on 
the aggregate of gifts during life, not count- 
ing certain charitable gifts or gifts to the 
extent of $4,000 a year ($5,000 before 
1939) to any individual donee (no deduc- 
tion after 1938 for gifts in trust) and ex- 
cluding an additional exemption of $40,000 
for all gifts to date. Each year the tax is 
computed on aggregate gifts since June 6, 
1932, and any excess over taxes already 
paid then becomes due. The tax applies 
whether the transfer is direct or indirect, 
in trust or otherwise. A sale without full 
consideration, the payment by a husband 
for real estate or securities placed solely or 
jointly in the wife’s name, the declaration 
of a trust, the forgiveness of a debt, or the 
assignment of insurance benefits may consti- 
tute taxable gifts. 

Methods of Estate Distribution are ana- 
lyzed in Chapter 14. The advantages of dis- 
tributing part of a large estate during life 
are due not only to the lower rates of the 
gift tax but also to the combined benefit 
of the exemptions and lower brackets of 
both the gift and death taxes. Likewise 
family income taxes are minimized by dis- 
tributing the income. Joint tenancies and 
tenancies by entirety created by gift suffer 
disadvantages. 

The Income Tax Handbook will be of 
timely interest to controllers both in their 
personal and official capacities. The other 
book will be useful to them not only for the 
professional information it contains but also 
for the help it will give in arranging their 
family affairs. Those who have read earlier 
editions will find in these books explana- 
tions of the various changes in the 1938 
law and of the many court decisions of the 
past year. 

Reviewed by E. STEWART FREEMAN. 


WHAT ARE ACCEPTED ACCOUNT- 
ING PRINCIPLES, by Howard C. Greer; 
also SOME PRACTICAL ASPECTS OF 
INCOME TAX PROCEDURE, PROB- 
LEMS IN CERTIFICATION OF STATE- 
MENTS UNDER S.E.C., and CURRENT 
TRENDS IN GOVERNMENT CONTROL 
OF BUSINESS, by other authors, and the 
discussion of each paper in the TECHNI- 
CAL PROGRAM OF THE THIRTEENTH 
ANNUAL MICHIGAN ACCOUNTING 
CONFERENCE, a 46-page pamphlet pub- 
lished by University of Michigan, Bureau 
of Business Research, Ann Arbor, Michi- 
gan, December, 1937. 50 cents. 

Mr. Greer quoted an S.E.C. speaker, “An 
examination of hundreds of statements filed 
with our Commission almost leads one to 
the conclusion that, aside from the simple 
rules of double entry bookkeeping, there 
are very few principles of accounting upon 
which the accountants of this country are in 
agreement.”” He then went on to show how 
much leeway was permitted by many state- 
ments of accounting principles. After ex- 
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amining the statements of 20 companies 
over 8 years he found that within this 
permissible leeway the aggregate profit 
could be stated anywhere between $125,- 
000,000 and $275,000,000, due not to de- 
preciation or inventories but solely to the 
treatment and classification of income 
charges and credits after their amount had 
been determined. He concluded with three 
points: 


“(1) Assets acquired through the out- 
lay of cash or its equivalent should be 
carried in the accounts at cost, less what- 
ever allowance is necessary to reflect ac- 
crued depletion, depreciation, obsolescence, 
or other loss of useful or recoverable 
value. Liabilities and capital obligations 
representing the receipt of cash should be 
carried in the accounts at the amount of 
the net proceeds, plus whatever allowance 
is necessary to reflect accrued interest pay- 
able at maturity.” 

(2) All gains and losses of whatever 
nature, except those arising from transac- 
tions in the company’s own capital stock, 
should be reflected in the profit and loss 
account, either for the year in which they 
occur (if ascertainable) or for the year in 
which they first are recognized as having 
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occurred. Adequate distinction should be 
made between current income and extraor- 
dinary non-recurring profit and loss items 
not related to current income.” 

(3) Paid-in capital and earned surplus 
should be segregated and clearly differen- 
tiated, and no transfer should be made from 
the former to the latter either directly (by 
credits to earned surplus representing gains 
on transactions in the company’s own cap- 
ital stock, or adjustments in its stated 
value), or indirectly (by charges against 
paid-in capital to cover losses, write-downs, 
charge-offs or dividend distributions) .” 


Reviewed by E. STEWART FREEMAN. 


STANDARD FORM OF 
PROXY NOTICE DESCRIBED 


A pamphlet entitled ‘Suggestions 
for a Standard Form of Notices of 
Meeting, Proxy Statements and Proxies 
for Companies Listed on a National 
Exchange”’ has been prepared by Mr. 
W. J. Norton, of 21 West Street, New 
York, in which he describes in consider- 


able detail the steps to be taken and the 
material which must be included in 
notices of meeting, proxy statements, 
and proxies. 

Mr. Norton has been making a study 
of this subject and has evolved a pro- 
cedure which it is believed will be of 
exceptional interest and value to those 
charged with the responsibility of pre- 
paring and issuing such notices and 
proxies. 

Mr. Norton has offered to send a 
copy of this pamphlet to anyone on 
request. 

Mr. Norton writes: “Adoption of a 
‘standard’ form of notice of meeting, 
proxy statement and proxy, put for- 
ward in this circular, should be bene- 
ficial both to the companies which may 
adopt such a standard and to the ex- 
change houses in their work of solicit- 
ing proxies from beneficial holders in 
order that the companies may secure a 
larger vote at such meeting.” 


PRINTING CONTROL 


As an Executive ... WHICH WOULD YOU PREFER? 


A man said to us the other day: “You have 
opened our eyes to new savings possibilities in 
our forms operations. But, before we take on 
your service we'd first like to see what we can 


do about it ourselves.” 


Then—having done their best on the ‘‘do 
it ourselves’” basis, such a company usually 


awakens to the fact that they still are without a 
correctly organized forms program—they have 
no tested and proven Plan—they have no really 
scientific Standards—no trained personnel to 


handle their forms work. And savings—inter- 


* * 2k * 


esting as they may appear to be—are only a part 
of what they should be and could be. 


As an executive, which would you prefer for your company ... a partial, 
temporary attempt at forms standardization—or a well-organized Program, 
operated by your own personnel, expertly trained, using correct, 
complete Standards for permanent results? 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


NEW MEMBERS ELECTED 


At a meeting of the Executive Com- 
mittee of The Controllers Institute of 
America, held December 28, 1938, the ap- 
plicants named below were elected to active 
membership in The Institute: 

JoHN W. ANDERSON 

Luzier’s, Inc., Kansas City, Missouri. 
EpwIn L. ANTONEN 

Denman Tire and Rubber Company, 

Warren, Ohio. 

BEN D. BLACK 

William Hengerer Company, Buffalo. 
ANTHONY H. BRAUN 

Commercial Solvents Corporation, New 

York City. 

WILLIAM A. BROOKS 

North American Car Corporation, Chi- 

cago. 

D. T. BUCKLEY 

American President Lines, Ltd., San Fran- 

cisco. 

JoHN P. CooPER 
Kansas City Structural Steel Company, 
Kansas City, Missouri. 

CuHarRLES H. Doré 
New York Shipbuilding Corporation, 
Camden, New Jersey. 

EpwarD J. Dowp 
Schwitzer-Cummins Company, Indianap- 
olis. 

HERBERT A. EHRMANN 
Consolidated Edison Company of New 
York, Inc., New York City. 

KarRL M. HAENDLE 
First Trust & Deposit Company, Syra- 
cuse. 

RALPH E. HEITMULLER 
Acacia Mutual Life Insurance Company, 
Washington, D. C. 

CLAYTON J. HERMAN 

Sibley, Lindsay & Curr Company, Roch- 

ester, New York. 
JOHN K. HILL 

The Norwich Pharmacal Company, Nor- 

wich, New York. 
Epwarp M. KARRMANN 

American United Life Insurance Com- 

pany, Indianapolis. 
JOHN J. KERSHNER, JR. 

Sears, Roebuck and Company, Philadel- 

phia. 

ForrEST J. McCLAIN 
The Western Union Telegraph Company, 
New York City. 

RAYMOND A. PASCOE 

Whiting Corporation, Harvey, Illinois. 
JosEPH B. PoPE 

Ewing-Thomas Corporation, Chester, Penn- 

sylvania. 

GEORGE R. RANKIN 

Artloom Corporation, Philadelphia. 
Davip S. Ross 

The Bead Chain Manufacturing Com- 

pany, Bridgeport, Connecticut. 

JAMES H. SCHULER 
Crown Drug Company, Kansas City, 
Missouri. 

Victor C. SEITER 

Citizens Gas and Coke Utility, Indian- 

apolis. 

RUSSELL SEVERSEN 

Electrolux Corporation, New York City. 
J. RAYMOND SMITH 

Northwestern National Bank & Trust 

Company, Minneapolis. 


JOHN C. SOLL 
Union Wire Rope Corporation, Kansas 
City, Missouri. 

KENNETH R. WoopDRING 
The National Screw & Manufacturing 
Company, Cleveland. 


MEETINGS OF CONTROLS 


Cleveland: 

Topic: “The Controller’s Place in a 
Business Organization and His Re- 
lation with Other Executives” 

In order to accommodate the speaker, the 
monthly meeting of the Cleveland Control 
was changed to Monday evening, December 
12, and was held as usual at the Hotel 
Cleveland. The speaker was Mr. Walter F. 
Titus, vice-president of the International 
Business Machines Corporation, and his 
subject was “The Controller's Place in a 
Business Organization and His Relation 
with Other Executives.’” Members and their 
guests enjoyed the meeting thoroughly. 


Connecticut: 

Topic: “Present Trends in Financial 
Statements to Stockholders and 
Employees” 

Members of the Connecticut Control con- 
ducted a round-table discussion at the 
monthly meeting which was held on De- 
cember 14 at the University Club, Bridge- 
port. The subject was “Present Trends in 
Financial Statements to Stockholders and 
Employees.’’ The discussion was based on 
recently published articles and exhibits 
which were to be taken away and studied. 


Detroit: 

Topic: “A Review and Discussion 
of Reports to Employees on Com- 
pany Operations” 

The regular meeting of the Detroit Con- 
trol was held on December 7 at the De- 
troit Leland Hotel. The topic chosen for 
the meeting was “A Review and Discus- 
sion of Reports to Employees on Company 
Operations.’’ There was a good attendance. 


District of Columbia: 
Topic: “Unemployment Compensa- 
tion Act” 

Mr. J. A. Marshall, director of the Dis- 
trict of Columbia Unemployment Compen- 
sation Board, was the speaker at the 
monthly meeting of the District of Colum- 
bia Control which was held on December 
20 at the Carleton Hotel. He answered 
questions with respect to the present admin- 
istration of the Unemployment Compensa- 
tion Act and also with respect to the 
Board's plans for the future, including the 
administration of the employer-credit pro- 
visions of the existing law. The members 
had an excellent opportunity to become ac- 
quainted with Mr. Marshall and to learn 
the Board’s position on various phases of 
the Act. 


Milwaukee : 
Topic: “Social Security Taxes” 
The Milwaukee Control at its monthly 
meeting on December 14 at the Milwaukee 


Athletic Club considered carefully the sub- 
ject of ‘Social Security Taxes.” The speaker 
of the evening was Mr. J. C. Freeman, 
manager of the Social Security Tax Division 
of Allis-Chalmers Company. Following the 
address the members profited greatly by the 
discussion during which they asked ques- 
tions concerning their own problems. 


New England: 
Topic: “Important Changes in the 
Federal Tax Laws” 

On December 15 in the main dining 
room of the Chamber of Commerce, Bos- 
ton, the New England Control held a joint 
meeting with the Massachusetts Society of 
Certified Public Accountants and the Boston 
Chapter of the National Association of Cost 
Accountants. The speaker of the evening 
was Mr. Victor H. Stemff, C.P.A. of New 
York, and his subject was “Important 
Changes in the Federal Tax Laws.’’ Mr. 
Stemff is well known for his articles in 
various periodicals on a wide range of ac- 
counting subjects. He is vice-president of the 
New York State Society of Certified Public 
Accountants and vice-president of the Na- 
tional Association of Cost Accountants; and 
as present chairman of the Committee on 
Federal Taxation of the American Institute 
of Accountants he is in close touch with 
current developments in this field. Every- 
body present enjoyed the up-to-the minute 
discussion of this important subject. 


New York City: 
Topic: Group Conference 
The innovation for the December meet- 
ing of the New York City Control—three 
group conferences after a general get- 
together dinner—met with the highest ap- 
proval of the 120 members and guests in 
attendance. Group One _ discussed _ the 
“Wage-Hour Law” with Mr. Cyrus B. 
King, Prentiss-Hall, Inc. as discussion 
leader; Group Two discussed “Recent Fed- 
eral Rulings and Their Effect on 1938 
Returns” with Mr. Walter A. Cooper, 
C.P.A., as discussion leader; and Group 
Three discussed “Business Conditions’’ 
with Mr. D. Murray Shields, Irving Trust 
Company, as discussion leader. This lat- 
ter group agreed to continue the discussion 
at the next meeting of the Control. In 
order, however, to avoid a conflict in the 
program for the regular meeting in Janu- 
ary, the group is to hold a special meeting 
on January 12 at the Park Central Hotel. 
Mr. Harold H. Neff, director, Forms and 
Regulations Division, Securities and Ex- 
change Commission, is scheduled to ad- 
dress the members at the regular monthly 
meeting of the Control on January 19. His 
subject is announced as “General Revision 
of Regulations Affecting Registration.” A 
large attendance is expected. 


Philadelphia: 
Topic: “Three Peas in a Pod” 
After a most enjoyable turkey dinner ar- 
ranged by Mr. H. H. Gifford of Horn & 
Hardart Baking Company and chairman of 
the Meetings and Attendance Committee, 
the meeting of the Philadelphia Control 
which was held on December 6 at the Penn 








INSTITUTE ACTIVITIES-COMMUNICATIONS 


Athletic Club was opened by the president, 
Mr. D. H. Schultz of Leeds & Northrup 
Company. He introduced Mr. E. D. Smalley 
of the Kieckhefer Container Company, Mr. 
Alexander McGillivray of the RCA Manu- 
facturing Company, Mr. Carlos F. Noyes 
of the Baldwin Locomotive Works, and 
Mr. William W. Walters of the W. B. 
Saunders Company, all of whom have re- 
cently been elected to membership in The 
Controllers Institute. He then announced 
the appointment of three members to serve 
on the newly organized Committee on Edu- 
cation—Mr. L. J. Gunson of Continental 
Distilling Corporation, Mr. William H. 
Brown of Viscose Company, and Mr. Wil- 
liam W. Walters of the W. B. Saunders 
Company. 

The chairman of the meeting was Mr. 
V. L. Elliott of Atlantic Refining Company 
and national vice-president of The Institute. 
He expressed his regret that, due to un- 
foreseen conditions, Dr. Frank Parker, who 
was originally scheduled to speak at the 
meeting, was unable to attend. He then 
introduced as the guest speaker of the eve- 
ning, Dr. Samuel Howard Patterson, well- 
known economist and professor of econom- 
ics at the University of Pennsylvania. Dr. 
Patterson’s address which was_ entitled 
“Three Peas in a Pod” was very enthusi- 
astically received. There was a total at- 
tendance of forty-two, consisting of twenty- 
nine members and thirteen guests. 


Rochester : 
Topic: “Business Planning for 1939” 
A general round-table discussion on the 
outlook for the new year constituted the 
program for the monthly meeting of the 
Rochester Control which was held at the 
Rochester Club on December 28. No dis- 
cussion leader was assigned since all mem- 
bers were expected to take part. The sub- 
ject was “Business Planning for 1939” 
and included such questions as: ‘How are 
you laying your business plans for 1939?” 
“Where and how do you gather informa- 
tion?” “What significant data have you 
found?” Both the favorable and unfavor- 
able factors were brought out by the ma- 
terial presented at the meeting. 


St. Louis: 
Topic: General Discussion 
No technical program was arranged for 
the monthly meeting of the St. Louis Con- 
trol which was held on December 27. 
It was in the nature of a Christmas party. 
Mr. John C. Naylor, of the Pet Milk Com- 
pany, and president of the local Control, 
reported on the seventh annual meeting of 
The Institute, which he attended, and in 
which he had an active part. Several prob- 
lems and subjects of current interest were 
brought up by the members for a general 
and informal discussion. There was no out- 
side speaker. 


San Francisco: 
Topics: “Wages and Hours Act” 
“Incentive Taxation” 
Discussion of two subjects took place at 
the regular monthly meeting of the San 
Francisco Control which was held on De- 


cember 15 at the St. Francis Hotel. First, 
Miss Dorothy M. Williams, regional at- 
torney, in discussing “Wages and Hours 
Act’’ answered questions which were sub- 
mitted in writing by the members. The 
second part of the evening was devoted to 
a round-table discussion of “Incentive Taxa- 
tion” because of interest in the present in- 
vestigation and hearings of a subcommittee 
of the Finance Committee of the United 
States Senate on the advisability of enacting 
provisions for compensatory tax rewards for 
the adoption of voluntary profit sharing 
plans and for plant expansion. 


Syracuse: 
Topic: “Inventory Valuation Poli- 
cies” 

A meeting of the Board of Directors pre- 
ceded the dinner and monthly meeting of 
the members of the Syracuse Control on 
December 12 at the University Club. Mr. 
Thomas S. Tallman of Dunn and Mc- 
Carthy, Inc., Auburn, New York and a 
member of the Control, led a lively discus- 
sion on “Inventory Valuation Policies.” Be- 
cause of the diversity of industry repre- 
sented by the members in attendance, many 
different policies were reflected in the dis- 
cussion. 


Twin Cities: 
Topic: Christmas Party 
At the Christmas party held by the Twin 
Cities Control on December 13, each mem- 
ber and guest brought a present. Mr. Rome 
A. Sexton of the Minneapolis Brewing 
Company and a member of the Control was 
host and saw to it that everybody had a 
most enjoyable time. 


Baltimore: 
Topic: None 
A preliminary canvass of the members 
of the Baltimore Control indicated that only 
a small number would be available for 
the regular meeting which was planned for 
December 14. The directors decided that 
it would be advisable to omit the Decem- 
ber meeting and set January 18 as the date 
of the next meeting. 


Buffalo: 
Topic: “Inventory Valuation” 
The monthly meeting of the Buffalo Con- 
trol was held on December 6 at Hotel Stat- 
ler. The topic for discussion was ‘‘Inven- 
tory Valuations.’’ Other phases of year-end 
adjustments were also discussed. 


Cincinnati: 
Topic: “Various Tax Matters” 
Fourteen members and six guests at- 
tended the fourth regular meeting of the 
season, of the Cincinnati Control, which 
was held on, December 13 at the Hotel 
Alms. Messrs. Ted Learn, of the Central 
Trust Company, and E. R. Mitchell, of 
the Cincinnati Gas and Electric Company, 
led a very interesting round-table discus- 
sion On various tax matters. A_ helpful 
question and answer session followed their 
remarks, 


Personal Notes 

Mr. William H. Brown, a member of 
The Controllers Institute of America, was 
appointed secretary of the American Vis- 
cose Corporation, effective January 1, 1939. 
He had been assistant treasurer and a di- 
rector of the company. 

Mr. Chester McKay, heretofore control- 
ler of the Western Union Telegraph Com- 
pany, become vice-president and controller 
as of January 1, 1939, according to an 
announcement issued by President R. B. 
White. Mr. McKay is a member of The 
Controllers Institute of America. 


EMPLOYMENT 


Controller Wishes Change 

Controller—now employed, is interested 
in making a progressive change. Eleven 
years’ department store experience in 
stores ranging in size from $1,250,000 to 
$29,000,000. Also three years’ experience 
in public accounting. Experienced in of- 
fice management, planning and budgeting, 
financial and operating statements, insur- 
ance, taxes, corporate affairs, credits and 
collections, and the like. Am prepared 
to take full charge of the control division 
of a medium sized store or to act as as- 
sistant in a large store. Box 134 ‘The 
Controller.” 


Young Man for Controllership Functions 
A young man standing high in the esti- 
mation of his present employer is available 
at short notice, due to his being outranked 
through the company’s consolidation of its 
domestic and foreign accounting depart- 
ments. With previous experience of three 
years, he has been with this company for 
the past five years and has handled intricate 
bookkeeping and accounting tasks. At the 
present time he is in full charge of all pay- 
rolls and the Social Security problems of 
the company, and is the authority making 
the returns and handling government con- 
tacts on Social Security matters. He is also 
in charge of budget control of the com- 
pany and prepares figure reports used by 
the controller in quarterly directors’ meet- 
ings. He is 32 years old, Protestant, a 
graduate of Cornell University, and has 
finished with good marks a recognized ex- 
tension course in accountancy and an eve- 
ning course in cost accounting at Columbia 
University. Since he is a thoroughly satis- 
factory employee his present employer 
wishes to help him make a new connection. 
Address, No. 288, ‘“The Controller.” 


Retail Store Controller 


Immediately available, a controller who 
possesses thorough knowledge of retail 
operating, including finance, control, 
merchandising, and general store proce- 
dure. He has had extensive experience in 
system installations, budgetary procedure, 
and reduction of operating expense. With 
one company he effected, in one year, a 
reduction of approximately $60,000 in op- 
erating costs through reorganization of 


(Please turn to page 39) 
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The Controller, January, 1939 


Form and Procedure for Recording 
Hours Worked by Employees 


By L. W. JAgGER, Colonial Optical Company 


Under the Fair Labor Standards Act 
there is no prescribed procedure for 
keeping a record of the hours worked 
for each employee. It is necessary, how- 
ever, to keep a running record of the 
hours worked by each employee which 
will be available for examination. 

The Employee’s Report shown here- 
with is designed to meet the require- 
ments without too much voluminous 
detail. This report can be kept by each 
department head or branch manager 
for the employees in his department or 
branch. The names of the employees 
are listed and the hours worked each 
day and for the week are entered be- 
side their names. At the end of each 
week the employees sign the report on 
the lines provided certifying that the 
hours extended opposite their names 
are correct. 

Besides serving as a record of the 
hours worked the use of the report 
should eliminate controversies at some 
future date relative to the length of 
time worked. If there is a discrepancy 
the employee can question the hours 
as entered when he signs the report, 
and if he is correct, an adjustment can 
be made at once. This will avoid mis- 
understanding and unpleasant em- 
ployee-employer relations sometime in 
the future. 

Assume an employee works eight 


hours a day from Monday through Fri- 
day and four hours on Saturday, or a 
total of forty-four hours a week. If he 
works ten hours on Tuesday and Wed- 
nesday, for example, the ten hours will 
be entered on each of these two days 
and the total for the week will be en- 
tered as forty-eight hours, four hours 
of which will be overtime. 

The use of such a report does not 
absolve the employer when the em- 
ployee works for a longer period than 
the maximum hours but signs for hours 
within the maximum. The Wage-Hour 
Administrator was very specific with 
respect to such practices. It does make 
a record which the employee will find 
it difficult to dispute at some future 
time if it is kept assiduously and the 
employee knows what he is signing. 


REGULATIONS DIRECTOR 
TO ADDRESS CONTROL 
Mr. Harold H. Neff, chief of the 

Division of Forms and Regulations, of 

the Securities and Exchange Commis- 

sion, is scheduled to address a meeting 
of the New York City Control, of the 

Controllers Institute of America, on 

January 19, at the Park Central Hotel. 

He will discuss the work that is being 

done by the Commission looking to 

revision of the registration forms, state- 
ments, and procedure—a work that has 
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been in progress for more than a year. 
He will select a few of the more trou- 
blesome problems and describe their 
proposed treatment. 


Employment 
(Continued from page 38) 


accounting and service departments, the 
analysis and control of expenditures, and 
the minimizing of shortages. He has also 
handled insurance, taxes and financial re- 
ports, and has supervised all general op- 
erating and service departments, non-sell- 
ing personnel, and supply and equipment 
purchasing. He is 42 years old and will 
consider any locality. Address No. 290 
“The Controller”. 





BINDERS— 
BOUND VOLUMES 


of “The Controller” 


Those who are interested | 
in preserving their copies of 
the 1938 issues of THE Con- 
TROLLER, either as bound 
volumes or in loose leaf 
binders, are asked to com- 
municate with “The Con- | 
troller,” at 1 East Forty-sec- 
ond Street, New York City. 

A rate of $2 for binding | 
copies, when all are for- | 
warded, may be obtained; | 
and loose leaf binders will | 
be available at the same 
price, with suitable stamp- 


ing on the cover. 
Cc 


















LONG DISTANCE FINDS “EM 
















Your FRIENDS, and the people you do business HERE'S HOW LITTLE LONG DISTANCE COSTS: 


with, may be scattered from coast to coast. But Day Rates (except Sunday) 
. : : BETWEEN THESE POINTS Station-to- Person-te- 
in one minute and a half (average time) Long Station Persone 
Distance can ring the telephone of almost any Detroit, Mich. . Cleveland, Ohio. $ .50 $ .70 
one of them. Kansas City, Mo. Omaha, Neb.. . .75 1.05 


Philadelphia, Pa. Boston, Mass. . 1.00 1.35 
Milwaukee, Wis. Pittsburgh, Pa. . 1.50 2.00 
Atlanta, Ga.. . Kansas City, Mo. 2.00 2.65 
Every day it saves miles, minutes, money, for all Seattle, Wash... Denver, Colo. . 3.00 4.00 
kinds of business. It multiplies man-power. It gets Newark, N. J. . Fort Worth, Texas 4.00 5.25 
things done. And as the rate table at Portland, Ore. . Memphis, Tenn. . 5.00 6.75 


: ; ; JN. Y. Francisco . 6.50 8.75 
the right will remind you, it costs stinialadnatlicheasaditaoaes soi 


It is easy to forget the wonder of familiar 
things like Long Distance telephone service. 






* For 3 minutes. These rates are greatly reduced after 7 
every evening and all day Sunday. 





little in proportion to the BIG job 








it does. 




















ACCOUNTING PRACTICE IS REVISED 


By Ditto’s Hammer-and-Nails Simplicity ! 
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Because Ditto leads, Ditto 
offers both liquid and gela- 
tin type duplicators. 


More current data, more complete and accurate data, must 
be available for the guidance of management today. 

Theoretical accountancy is prepared for that. But account- 
ing “machinery” is not. The data are there, but the process for 
securing them are clogged by the time-consuming and error- 
producing motions of rewriting, posting, rechecking. 

Ditto ends that! Ditto frees accountancy of those brakes! 
By rapid duplication and photographic accuracy Ditto com- 
pletely eliminates time, waste and human 
error, enabling you to put COMPLETE 
data in managements’ hands QUICKLY. 


SIGNIFICANT BOOKLET 
You owe yourself a careful reading of “A 


At left, above, an ez- 
ample of Ditto direct- 
ness applied to payroll ; 
timekeeper’s ortginal 
record makes every 
form, furnishes Gor- 
ernment date. Fully 
explained in “The Ditto 
Payroll System.” Send 
for it, and for “A New 
Trend in Accounting”— 
no obligation! 





° : 99 ] 
New Trend in Accounting” by Wm. B. Casten- 
holz, A.M., C.P.A. Undoubtedly this is one of 
the most important monographs existing today | 1 QO Atl. 
on accounting practice. Get your free copy. | 
| 2202 W. Harrison St., Chicago, Il. 
Withcut obligating me, please send booklets 
| checked: 
] ( ) “A New Trend in Accounting” 
p ( ) “Ditto Payroll System’’ 
N| S . A = 1 (¢ ) Arrange a DITTO demonstration for me. 
me) N SOR PAPE i COMCEIT. .6 cca Se ccc dgimane Hoar saves s ev et eeee 
—_— j 
ef!” ae ere rere ete tn i ee 
: 4 : r 1 SAUER ohn nc sina cbpbh ees bee co6408c eee edndvc 
BARGAINS IN RESULTS! Chemically, Ditto paper, inks, carbon, rolls and films cit State 
UY wc cceccceeeesescereces Nl), er 





coordinate perfectly.Match Ditto duplicators with Ditto supplies for top results! 





nnouncement 


After having been consolidated with Alexander Hamilton 
Institute since 1927, the International Accountants Society, Inc. 
became a separate organization again, on October 31, 1938. 
Each institution is now entirely independent of the other. No 
change in I.A.S. personnel is involved. 





EXECUTIVE EDUCATIONAL COMMITTEE 


The four men composing this committee are responsible for I.A.S. educational activities and 
policies, with particular reference to text material, research, standards, and technical methods. 


STEPHEN GILMAN 





DEXTER S. KIMBALL 
MW.E., LU.D., D.Sc. 


Chairman, Board of Di- 
rectors, 1.A.S.; Dean 
Emeritus, College oj En- 
gineering, Cornell Univer- 
sity; author of textbooks 
on cost finding. industrial 
organization, etc. 


All Faculty members are actively engaged in preparing text material, giving consultation service, 
or grading students’ papers. Some give their time and attention exclusively to I.A.S. work. Others, 
being members of public accounting firms or holding important accounting positions with business 


LEE GALLOWAY 
B.Sc., PH.D. 


Vice-Chairman, Board of 
Directors, 1.A.§.; Former 
Chairman, Board of Di- 
rectors, The Ronald Press 
Co.; Former Director, De- 


JOHN T. MADDEN 
C.P.A., 8.C.S., S$C.D. 
President, 1.A.S.; Dean, 
School of Commerce, Ac- 


counts and Finance, New 


York University; Former 
President, American As- 


B.Sc., C.P.A. 


Vice-President and Educa- 
tional Director, 1.A.S.; au- 
thor of "Analyzing Finan- 
cial Statements,’’ ‘'Prin- 
ciples of Accounting,” 


partment of Management 
New York University. 


FACULTY 


firms, devote only part of their time to the work. 


STEPHEN GILMAN, B.Sc., C.P.A. 


HARRY G. WESTPHALN, C.P.A. 
STANLEY E. BEATTY, C.P.A. 

Cc. W. EMSHOFF, S.B., C.P.A. 
EARL R. WHITE, C.P.A. 


Members of the Advisory Board are outstanding certified public accountants, business executives, 
attorneys, and educators, whose function is to counsel with the I.A.S. management, upon request, 


with respect to technical accounting, educational, and business matters. 


ARTHUR L. BALDWIN, C.P.A. 
R. W. BARRETT, A.B., LL.B. 
BRUCE BARTON 

DWIGHT E. BEEBE, B.L. 
WILFORD A. BEESLEY, C.P.A. 
ARTHUR BERRIDGE, C.P.A. 

R. E. BLIGHT, LL.D., C.P.A. 
L. E. CAHILL, C.P.A. 

Cc. N. CARTER, PH.B., C.P.A. 
GEOFFREY S. CHILDS, B.C.S. 
W. J. CHRISTIAN, C.P.A. 
WILLIAM B. CORNELL, M.E. 
JAMES A. COUNCILOR, C.P.A. 


GEORGE P. ELLIS, C.P.A. 
JAMES W. LOVE, C.P.A 

Cc. E. PACKMAN, C.P.A. 

J. G. TERRY, A.B., C.P.A. 
JOHN A. HINDERLONG, C.P.A. 
A. C. BISCHEL, A.B., C.P.A. 


sociation of University In- and 


structors in Accounting. 


ADVISORY BOARD 


ALBERT J. DERBES, C.P.A. 

¢. £. BIETZE, AB: LL.B: CP 
WILLIAM DOLGE, C.P.A. 

T. H. FRANKLING, C.G.A. 
GILBERT B. GEIGER, C.P.A, 
GEORGE M. GRAFFAM, C.P.A. 
A. H. HAMMARSTROM, C.P.A. 
JAMES F. HUGHES, C.P.A. 


A 


F. H. HURDMAN, B.C.S., C.P.A. 


HARRY M. JAY, C.P.A. 
DAVID A. JAYNE, C.P.A. 

B. LICHTENBERG, M.C.S. 
HARRY E. LUNSFORD, C.P.A. 
1. B. MCGLADREY, C.P.A. 


numerous technical 
articles on accounting. 


HAROLD W. BOEDEKER, C.P.A. 
G. E. TAYLOR, C.P.A. 

G. S. WEST, C.A., C.P.A. 
STANLEY D. TILNEY, C.P.A. 


RUSSELL C. SWOPE, B.Sc., C.P.A. 


HENRY J. MILLER, A.B., C.P.A. 
D. WALTER MORTON, PH.D..C.P.A. 
F. W. MORTON, C.P.A. 

HERMAN C. J. PEISCH, C.P.A. 

J. A. PHILLIPS, C.P.A. 

P. W. PINKERTON, PH.B., C.P.A. 
A. LEE RAWLINGS, C.P.A. 

F. E. ROBERTS, C.P.A. 
LAWRENCE W. ROBSON, F.C.A. 
JOHN C. SHELLY, C.A. 

R. SMETHURST, JR., C.P.A. 

F. H. SOMMER, J.D., LL.D. 

A. C. UPLEGER, 6.C.S.,. C.P.A. 








INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 
A Correspondence School Since 1903 
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